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FOREWORD 


The  Intercollegiate  Debate  topic  for  1972-73,  selected  by  the 
Committee  on  Intercollegiate  Debate  and  Discussion  of  the  American 
Speech  Association  is  Resolved:  That  the  federal  government  should 
enact  a  program  of  comprehensive  medical  care  for  all  United  States 
citizens. 

These  materials  are  not  intended  to  provide  exhaustive  coverage 
of  the  subject,  but  only  to  furnish  debaters  with  a  start  on  their  own 
research.  While  the  excerpts  and  references  have  been  chosen  to 
represent  a  range  of  views  and  a  variet}^  of  approaches  to  the  problems 
raised  by  the  topic,  their  inclusion  does  not  imply  &ny  kind  of  approval 
or  disapproval,  or  recommendation  of  line  of  argumentation  by  the 
Congressional  Research  Service.  Kathleen  Cavalier,  analyst  in  social 
legislation  of  the  Education  and  Public  Welfare  Division  collected 
the  material  and  Anne  Hodges  Morgan  provided  editorial  assistance. 

All  of  the  U.S.  Government  documents  referred  to  in  the  bibliog- 
raphy may  be  found  in  most  U.S.  Government  depositor}'  libraries. 
Information  as  to  the  location  of  the  nearest  depository  library  may 
be  obtained  from  local  public  libraries.  Copies  will  not  be  available 
for  distribution  by  the  Library  of  Congress. 

The  Congressional  Research  Service  wishes  to  thank  those  copy- 
right holders  avIio  have  kindly  extended  permission  for  the  reproduc- 
tion of  texts.  Such  permission  is  acknowledged  in  each  instance. 

Lester  S.  Jayson, 

Director,  Congressional  Research  Service. 
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1.  HISTORICAL  AND  POLITICAL  BACKGROUND  OF 
FEDERAL  HEALTH  CARE  LEGISLATION* 


The  concept  of  a  right  to  health,  to  some  extent  guaranteed  to 
citizens  by  government,  has  within  it  heavy  political  as  well  as  social 
overtones.  The  demand  to  "keep  politics  out  of  health"  is  a  futile 
one,  and  it  is  now  heard  Avith  less  and  less  frequency .- 

The  politics  of  health  have  evoh^ed  in  the  United  States  by  fits 
and  starts.  The  concern  of  government  has  gradually  moved  from 
the  general  health  of  millions — "public"  health — to  a  growing  and 
increasingly  pressing  awareness  of  the  unmet  health  needs  of  indi- 
viduals.1 Specific  political  settings  have  of  course  always  conditioned 
the  content  and  effect  of  health  legislation,  especially  at  the  federal 
level,  and  the  organized  health  professions,  notably  the  AMA,  have 
availed  themselves  of  those  settings  as  well  as  they  were  able  to  support 
their  own  point  of  view  before  legislators  and  voters.  The  legislative 
end  results  have  been  determined  by  a  mix  of  pragmatism,  political 
opportunism,  the  pressure  of  special  interest  groups,  health  crises, 
technologic  factors,  and  genuine  concern  for  the  public  good. 

I 

The  First  Federal  Health  Laws 

Early  federal  action  in  the  health  field  was  almost  entirel}-  prag- 
matic, and  much  of  it  was  brought  about  by  the  menace  of  recurrent 
epidemics  of  yellow  fever.  It  was  George  Washington  who  asked 
Congress  to  pass  the  first  federal  health  law,  a  purely  utilitarian 
proposal  to  allow  the  Chief  Executive  to  convene  Congress  outside 
the  capital  if  epidemic  disease  should  threaten  the  members.  Wash- 
ington's move  occurred  when  the  great  yellow  fever  epidemic  of  1793 
forced  the  entire  government  to  flee  from  Philadelphia.  Washington 
himself  left  in  September  and  found  it  next  to  impossible  to  run  the 
government  by  correspondence  from  Mount  Vernon.  His  request 
was  so  obviously  sensible  that  it  stirred  virtually  no  opposition, 
and  Congress  quickly  obliged.2 

It  was  quite  otherwise  when  Congress  brought  a  federal  quarantine 
proposal  under  debate  in  1796.  The  debate  on  this  matter  in  the  House 
dealt  with  the  powers  of  the  central  government  to  impose  the  quar- 
antine. Representative  Lyman,  arguing  for  exclusive  state  power, 
maintained  that  the  states'  "right  to  preserve  health  and  life  was 
inalienable"  and  paramount  to  the  central  government's  power  over 
commerce;3  indirectly  at  least,  Lyman  was  underscoring  govern- 

*  Chapman,  Carleton  B.,  and  John  M.  Talmadge  in  Law  and  contemporary  problems,  v.  35.  spring  1970e 
334-347.  Reprinted  with  permission  from  a  symposium.  Health  Care— Part  I,  published  by  the  Duk 
University  School  of  Law,  Durham,  North  Carolina.  Copyright,  1970  by  Duke  University. 

1  The  reference  throughout  is  to  health  legislation  as  it  affects  the  civilian  population.  Acts  of  Congress 
concerning  the  health  of  military  personnel,  merchant  seamen,  and  special  wards  of  the  government  are 
not  directly  relevant  to  the  present  discussion. 

2  Act  of  April  3  1794,  ch  17  1  Stat.  353. 
3  AXXALS  OF  Coxg.  1354  (1796). 
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merit's  responsibility  for  the  health  of  its  citizens,  and  recent  endorse- 
ments of  a  right  to  health  reflect  further  growth  of  this  governmental 
commitment.  In  the  1796  debates,  virtually  no  one  questioned  the 
right  (or  responsibility)  of  government  to  protect  the  health  of  the 
population  from  the  ravages  of  yellow  fever;  the  only  real  question 
had  to  do  with  which  level  of  government  should  enact  and  enforce 
quarantine  measures.4 

The  debate  split  cleanly  along  Federalist  and  Antifederalist  lines. 
The  venemous  controversy  between  Alexander  Hamilton,  Secretary 
of  the  Treasury,  and  Thomas  Jefferson,  Secretary  of  State,  was  be- 
ginning by  1792  to  create  a  two-party  system  in  the  new  nation. 
Hamilton's  federalist  party  advocated  strong  central  government; 
Jefferson's  antifederalists  solidly  backed  states'  rights  and  agrarian 
interests.  The  House,  in  1796,  was  made  up  of  fifty-six  antifederalists 
(of  whom  Lyman  was  one)  and  forty-nine  federalists.  With  regard  to 
quarantine,  the  federalists  lost  the  battle.  The  law  that  finally  passed 
assigned  quarantine  authority  to  the  states  and  placed  the  central 
government  in  a  permissive,  supporting  role.5 

It  was  a  politically  determined  precedent  of  fundamental  impor- 
tance. Nor  did  Jefferson's  election  to  the  presidency  in  1801,  which 
spelled  the  doom  of  the  federalist  cause  in  many  respects,  affect  the 
precedent:  quarantine  authority  remained  firmly  in  the  hands  of 
the  states. 

But  Jefferson  himself  was  not  always  consistent  with  regard  to 
states'  rights  in  matters  of  health.  After  he  retired  from  the  presi- 
dency, he  became  interested  in  Jenner's  method  of  preventing  smallpox 
by  cowpox  vaccination,  which  had  been  introduced  in  Britain  in  1796. 
One  of  the  problems  at  the  time  was  the  production  of  effective  cow- 
pox  vaccine,  and  when  a  bill  was  introduced  into  Congress  during 
Madison's  administration,  requiring  the  federal  government  to  guar- 
antee and  distribute  effective  vaccine  free  of  charge,  Jefferson  was  in 
favor  of  it.  Under  the  proposal,  which  became  law  on  February  27, 
18 13, 6  the  federal  government  appointed  vaccine  agents  and  dis- 
patched cowpox  vaccine  to  any  citizen  who  requested  it.  The  impli- 
cations were  clear:  not  only  did  the  central  government  take  on  a 
massive  public  health  responsibility;  it  also  was  authorized  to  deal 
directly  with  the  individual  citizen,  at  taxpayers'  expense,  to  protect 
him  from  one  of  the  major  killer-diseases  of  the  time. 

The  law  remained  in  force  for  nine  years,  and  its  constitutionality 
was  never  questioned.  Conceivably,  it  might  still  be  on  the  books 
had  not  a  federal  vaccine  agent  sent  smallpox,  instead  of  cowpox, 
vaccine  to  North  Carolina  by  mistake.  Several  deaths  resulted,  and 
Congress,  alarmed  by  the  resulting  outcry,  took  the  matter  under 
consideration.7  It  concluded  that  vaccination  had  best  be  in  the  hands 
of  the  states  and  repealed  the  law  in  1823  during  Monroe's  "era  of 
good  feeling."  8 

The  entire  espisode  was  a  curious  one  politically.  It  was,  in  fact,  an 
admission  by  the  Jeffersonians  that  certain  health  measures  might 
be  assigned,  pro  bono  publico,  to  the  central  government,  but  neither 
the  residue  of  the  federalist  movement  nor  its  successors  ever  seem  to 
have  made  political  capital  of  it. 

*  Id.  ot  1347-59 

s  Act  of  May  27,  1796,  ch.  31,  1  Stat.  474. 

6  Act  of  Feb.  27  1813,  ch.  37,  2  Stat.  806. 

7  H.R.  Rep.  No.  93,  17th  Cone.,  1st  Sess.  (1822). 

*  Act  of  May  4,  1822,  ch.  50,  3  Stat.  677. 
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II 

John  Marshall  Settles  the  Matter 

But  the  quarantine  precedent  of  1796  was  soon  to  receive  resound- 
ing support  from  the  Supreme  Court.  It  came  in  the  form  of  a  famous 
(and  prodigiously  long)  decision  written  in  1824  by  John  Marshall. 
An  extraordinarily  astute  jurist  and  a  last-minute  federalist  appoint- 
ment to  the  Court,  Marshall  (and  his  Court)  had  under  consideration 
the  question  of  interstate  commerce.  It  had  been  precipitated  when 
the  State  of  New  York  granted  an  exclusive  franchise  for  steam 
navigation  within  the  state  to  Robert  Fulton  and  Robert  Livingston. 
The  matter  of  quarantine  had  been  introduced  into  the  argument  to 
support  New  York's  action  in  awarding  the  franchise;  but  Marshall 
was  unimpressed.  ''Inspection  laws,  quarantine  laws,  health  laws  of 
every  description,"  he  wrote,  are  all  part  of  an  "immense  mass  of 
legislation"  which  the  Constitution  does  not  assign  to  the  central 
government  and  which,  therefore,  remain  in  the  hands  of  the  states.9 
But,  the  Court's  ruling  ran,  the  power  to  enact  such  laws  does  not 
derive  from  the  power  to  regulate  commerce,  a  power  specifically 
assigned  by  the-  Constitution  to  the  central  government.  And  if  state 
quarantine  laws  should  interfere  with  "the  laws  of  the  United  States, 
made  for  the  regulation  of  commerce  ....  [the]  Congress  may  control 
the  state  laws  .  ..."  10 

Marshall's  interpretation  of  the  Constitution  was  a  strict  and  far- 
reaching  one:  regulation  of  interstate  and  foreign  commerce  was 
specifically  assigned  to  the  Congress  by  article  I,  section  8,  subsection 
3 ;  health  matters  were  not  specifically  assigned  and  therefore  belonged 
to  the  states  under  the  tenth  amendment. 

This,  in  any  case,  was  the  effect  of  the  decision.  But  Marshall  had 
left  a  loophole.  Referring  to  "that  immense  mass  of  legislation  .  .  . 
not  surrendered  to  the  general  [federal]  government,"  he  added  that 
"[i]f  the  legislative  power  of  the  Union  can  reach  them,  it  must  for 
national  purposes."  11  His  meaning  is,  perhaps  intentionally,  obscure, 
but  he  may  have  been  doing  nothing  more  than  taking  into  account 
the  possibility  that  the  nation  might  one  day  be  faced  with  a  massive 
threat  to  health,  possibly  a  pandemic,  which  would  make  use  of  federal 
resources  mandatory. 

Ill 

The  Last  Quarter  of  the  Nineteenth  Century 

There  matters  rested,  insofar  as  federal  legislation  affecting  the 
health  of  the  general  public  was  concerned,  for  many  decades.  From 
the  time  of  the  Jackson  administration  (1829-37)  to  the  outbreak  of 
the  Civil  War,  the  nation  was  almost  totally  preoccupied  with  ex- 
panding its  boundaries  and  its  communications.  Considerations  of 
the  social  obligations  of  government  found  no  place  in  Congressional 
debate  of  the  period,  although  toward  the  latter  part  of  it  there  was 
some  activity  of  the  sort  at  the  state  level,  notably  in  Massachusetts.12 

9  Gibbons  v.  Ogden,  22  U.S.  (9  Wheat.)  1,  203  (1824). 
if  Id.  at  206. 

11  Id.  at  203  (emphasis  added). 

12  In  1850  a  Massachusetts  Sanitary  Commission  said  that  "public  authority  and  public  administration" 
should  protect  the  citizens  from  identifiable  health  hazards.  Commissioners  of  the  Sanitary  Stjrvey, 
Report  of  a  General  Plan  for  the  Promotion  of  Public  and  Personal  Health  (1850),  The  report 
led  finally  to  the  establishment  of  the  Massachusetts  Board  of  Health  in  1869. 
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The  post-Civil-War  period  was  one  of  industrial  expansion  and 
conservative  political  action.  The  American  Medical  Association, 
founded  in  1847,  had  taken  no  formal  political  stand,  but  its  actions 
before  and  after  the  Civil  War  show  unmistakably  that  it  approved 
of  government  intervention,  federal  and  state,  in  the  field  of  public 
health.  It  went  on  record  as  favoring  federal  quarantine  authority 
and  a  federal  health  department.13  But,  said  its  leadership,  medical 
care  for  the  individual  is  the  medical  profession's  inviolate  territory 
and  obligation.14  Even  so,  the  Association  was,  and  for  many  years 
remained,  well  in  advance  of  the  federal  government  with  regard  to 
the  health  interests  of  the  nation. 

In  1878,  crisis  finally  goaded  the  Congress  to  action.  It  came  in  the 
form  of  another  yellow  fever  epidemic  beginning  in  early  summer  in 
New  Orleans  and  moving  rapidly  up  the  Mississippi  River  valley. 
Before  the  epidemic  had  run  its  course,  twenty  to  thirty  thousand  had 
died  and  the  country  was  in  an  uproar.  Congress  reacted,  while  the 
epidemic  was  in  progress,  by  passing  new  quarantine  actions  that 
still  carefully  avoided  encroachment  on  states'  rights.  But  in  1879, 
following  a  Senate  select  committee  report,  a  bill  to  create  a  National 
Board  of  Health,  with  supervisory  quarantine  authority,  was 
introduced  and  became  law  on  March  3. 15  A  second  bill,  designed  to 
clarify  and  strengthen  the  Board's  authority,  was  introduced  soon 
after.16  It  precipitated  debate  in  the  House  focusing  once  again  on  the 
states'  rights  issue,  on  which  ground  most  southern  Congressmen 
opposed  the  measure.  The  debate  was  heated  and  went  on  much  longer 
than  the  comparable  one  in  1796.  Representative  Omar  D.  Conger 
of  Michigan  finally  went  straight  to  the  point: 

Show  me  a  southern  State-rights  democrat  on  this  floor  .  .  .  and  I  will  show  you 
the  man  whose  conscience  has  been  relieved  from  all  obligation  as  a  State-rights 
man  if  he  had  a  harbor  to  build  within  his  district,  or  a  river  to  deepen  and 
improve.17 

It  was  the  old  federalist-antifederalist  political  argument  all  over 
again  except  that  sectional  alignments  were  by  now  somewhat  altered. 
Yet  this  time  the  advocates  of  strong  federal  quarantine  authority 
carried  the  field.  The  bill  passed  and  the  National  Board  set  to  work, 
but  under  great  difficulties.  Within  a  year  it  was  under  heavy  fire  from 
state  authorities  (notably  those  from  Louisiana),  who  resented  its 
intrusion  into  their  affairs,  and  there  was  bitter  opposition,  led  by  the 
Marine  Hospital  Service,  from  within  the  federal  government  itself. 
The  end  result  was  that  the  law  setting  up  the  Board,  which  had  been 
given  four  years  to  run,  was  allowed  by  Congress  to  expire.  States' 
rights  were  still  a  treacherous  political  issue,  and,  in  addition,  memories 
of  the  yellow  fever  epidemic  of  1878  were  beginning  to  dim. 

But  the  National  Board  law  was  the  closest  Congress  has  ever  come 
to  setting  up  a  federal  department  of  health  answerable  ultimately 
to  the  President.  The  Marine  Hospital  Service,  later  to  become  the 
United  States  Public  Health  Service,  was  an  arm  of  the  Treasury 
Department,  and,  although  it  administered  federal  quarantine 
statutes,  its  role  vis-a-vis  state  authority  was  largely  advisor}^ 

is  8  Trans.  A.M.A.  37-38  (1855)  (minutes  of  the  8th  Annual  Meeting  of  the  AMA,  held  at  Philadelphia, 
May  1-4,  1855). 

"  29  Trans.  A.M.A.  Ill  (1878)  (Address  of  T.  G.  Richardson,  M.D.,  at  the  29th  Annual  Meeting  of  the 
AMA  held  at  Buffalo,  June  4-7,  1878). 
is  Act  of  March  3,  1879,  ch.  202,  20  Stat.  484. 
is  Act  of  June  2,  1879,  ch.  11,  21  Stat.  5. 

"  Cong.  Rec.  1647  (1879)  (remarks  of  Representative  Conger.) 
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It  is  ironic  that  the  series  of  events  that  finally  brought  about  the 
transfer  of  quarantine  authority  to  the  federal  government  was  set 
in  motion  by  the  State  of  Louisiana.  A  law  was  passed  by  that  state 
in  1882  requiring  that  ships  passing  up  the  Missippi  River  submit  to 
inspection  at  a  quarantine  station  near  the  mouth  of  the  river.  Each 
ship  was  required  to  pay  a  "service' '  tax  of  $30.  A  steamship  company, 
alleging  that  the  tax  was  actually  a  tonnage  tax,  took  issue,  and  the 
matter  finally  reached  the  Supreme  Court  in  1886.  The  Court,  for 
which  Justice  Samuel  F.  Miller  spoke,  ruled  in  favor  of  Louisiana. 
But  it  also  virtually  invited  Congress  to  pass  an  effective  quarantine 
law: 

[I]t  may  be  conceded  [said  the  Court]  that  whenever  Congress  shall  undertake 
to  provide  for  the  commerical  cites  ...  a  general  system  of  quarantine,  or 
shall  confine  the  execution  ...  of  such  a  sj^stem  to  a  National  Board  of 
Health  .  .  all  State  laws  on  the  subject  will  be  abrogated,  at  least  so  far  as  the 
two  are  inconsistent.  But,  until  this  is  done,  the  laws  of  the  State  on  the  subject 
are  valid.18 

Louisiana's  victory  thus  ultimately  proved  to  be  a  pyrrhic  one. 

But  Congress  was  in  no  hurry  to  act:  members  of  Congress,  unlike 
Supreme  Court  justices,  had  to  run  for  office.  Not  until  early  1893, 
in  the  last  da}^s  of  Benjamin  Harrison's  administration,  did  Congress 
move.  It  was  by  then  safer  to  do  so,  largely  because  of  a  new  threat  of 
epidemic  disease  from  abroad.  In  the  late  summer  of  1892,  four  ships 
arrived  in  New  York  harbor  from  Hamburg  with  cholera  aboard,  all 
among  steerage  passengers.  Each  of  the  ships  had  had  deaths  at  sea 
from  the  disease.19  The  press  sounded  the  national  alarm  and,  before 
the  year  was  out,  the  demand  for  a  federal  quarantine  authority  was 
widespread.  The  New  York  Times  did  its  bit  by  quoting  press  opinion 
from  all  sections  of  the  country  during  December  1892  and  January 
of  the  next  year.  A  Savannah  paper  said  that  the  demand  was  not  a 
partisan  one  but  came  from  the  people.  Some  papers  hit  the  states 
rights  issue  head  on.  The  Chicago  Tribune,  for  example,  wryly  com- 
mented, "The  cholera  wTill  make  this  country  much  sicker  than  an 
infraction  of  the  Jeffersonian  ideas  will,"  20  and  the  Hartford  Post 
twitted  the  antifederalist  holdouts  with  the  following: 

The  gentlemen  of  Texas  and  Louisiana  propose  if  they  die  of  cholera  to  be  able 
to  thank  the  Almighty  that  they  caught  it  in  a  constitutional  way,  strictty  Jeffer- 
sonian, and  with  regard  for  States'  rights.  21 

New  York,  as  it  turned  out,  had  no  cholera  epidemic,  but  the  scare, 
and  the  nation's  reaction  to  it,  were  enough  to  overcome  Congress's 
fear  of  moving  in  on  the  rights  of  the  states  with  regard  to  quarantine. 
The  then  current  Populist  movement  may  also  have  had  something 
to  do  with  it.  In  Hofstadter's  view,  "Populism  was  the  first  modern 
political  movement  ...  to  insist  that  the  federal  government  has 
some  responsibility  for  the  common  weal  .  .  ."  22  Although  the  Popu- 
list Party  never  included  a  health  plank  in  its  platform,  it  unmistak- 
ably identified  itself  with  certain  ty  pes  of  social  and  political  reform, 
some  of  which  later  became  law  even  though  the  party  itself  had  dis- 
appeared. In  the  mid- 1890s  its  influence  was  strong  enough  to  enable 
it  to  poll  thirty  or  more  per  cent  of  the  popular  vote  in  twelve  states.  23 

18  Morgan's  S.S.  Co.  v.  Louisiana  Bd.  of  Health  118  U.S.  455,  464  (1886). 
is  Cholera  in  New  York  Bay,  36  Harper's  Weekly  906  (1892). 

20  National  Quarantine,  N.  Y.  Times,  Jan.  16,  1893,  at  4. 

21  National  Quarantine,  N.Y.  Times,  Jan.  30,  1893.  at  4. 

22  R.  HOFSTADTER,  THE  AGE  OF  REFORM  61  (1955). 

23  See  generally  J.  Hicks,  The  Populist  Revolt  (1931). 
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In  any  case,  a  bill  introduced  by  Representative  Isidore  Rayner  of 
Maryland  in  late  1892  24  finally  passed,  but  only  after  lively  debate. 
The  main  opposition,  following  undiluted  antifederalist  lines,  came 
from  representatives  from  Alabama,  Texas,  and  Louisiana,  one  of 
whom  (Oates  of  Alabama)  said,  "[I]t  is  desirable  to  keep  out  an  in- 
vasion of  cholera,  and  also  of  anarchists  and  communists.  .  .  .  [lit 
is  right  and  proper  for  Congress  to  do  whatsoever  it  has  authority  to 
do  to  these  ends,"  25  But  he  then  went  on  to  say  that  Congress  has  no 
jurisdiction  to  enact  quarantine  or  health  laws  overruling  the  laws  of 
the  states.  A  few  weeks  later,  when  the  bill  as  amended  by  the  Senate 
came  back  to  the  House,  Representatives  Kilgore  and  Antony  of 
Texas  made  a  temporary  shambles  of  the  House  session  by  various 
parliamentary-  ruses,  26  but,  in  the  end,  the  House  accepted  the  Senate 
amendment  and  the  bill  became  law  on  February  15,  1892,  27  Though 
amended  since,  it  still  stands.  28 

IV 

The  Progressive  Era:  Reaction  and  Counterreaction 

The  federal  government  finally  took  over  quarantine  authority, 
partly  because  public  fear  of  epidemics  made  it  politically  feasible 
to  do  so,  and  partly  because  the  political  climate  itself  was  changing. 
The  quarantine  law  of  1893  has  received  relatively  little  attention, 
largely  because  it  bore  on  the  health  of  the  millions,  not  on  that  of  the 
individual.  But  it  was  a  mojor,  if  rather  subtle,  turning  point  in  the 
evolution  of  federal  and  public  attitudes  toward  the  obligation  of  the 
central  government  in  matters  of  health.  Conservatives  of  the  period 
were  not  altogether  wrong  when  they  said  it  was  a  foot  in  the  door. 

But  the  rise  of  the  Progressives,  roughly  paralleling  the  advance  to 
respectability  and  influence  of  the  Socialist  Party,  focused  the  atten- 
tion of  the  nation  on  government's  obligation  to  the  individual  in 
general.  Universal  health  insurance  was  singled  out  as  a  major  objec- 
tive, especially  by  the  American  Association  for  Labor  Legislation, 
which,  in  1916,  drafted  a  model  insurance  law  to  be  administered  on 
a  compulsory  basis  by  the  states.29  In  the  same  year  Meyer  London, 
Socialist  Congressman  from  New  York's  East  Side,  introduced  a 
House  Joint  Resolution  calling  for  a  federal  commission  to  draft  a 
health  insurance  bill.30  A  health  insurance  plank  had  been  included 
in  the  Progressive  Party  platform  in  1912,31  and  Woodrow  Wilson, 
in  this  first  inaugural  address  early  the  next  year,  served  unmistakable 
notice  that  the  federal  government  ought  to  safeguard  the  nation's 
health.32 

But  it  all  came  to  very  little  at  the  time,  owing  largely  to  the 
immense  wave  of  conservatism  and  anti-Bolshevist  hysteria  that 
swept  the  country  in  the  last  years  of  World  War  I  and  the  period 
immediately  following.  New  and  oppressive  alien  and  sedition  laws, 
reminiscent  of  those  of  1798,  were  passed,  and,  in  Ghent's  words, 

**  24  Cong.  Rec.  21  (1892). 
"  Id.  at  755  (1893) 
29  Id.  at  1337-38. 

»  Act  of  Feb.  15,  1893,  ch.  114,  27  Stat.  449. 

28  Act  of  July  1,  1944,  ch.  373,  tit.  Ill,  §§  361-64,  366,  358,  58  Stat.  703-06  (codified  at  42  U.S.C.  §§  264-67, 

269  ,  271  (1964)). 

29  Health  Insurance.  Tentative  Draft  of  an  Act,  6  Am.  Lab.  Leg.  Rev.  239  (1916). 

30  H.R.J.  Res.  159,  64th  Cong.  1st  Sess.,  53  Cong.  Rec.  2856  (1916). 

31  "The  protection  of  home  life  against  the  hazards  of  sickness,  irregular  employment  and  old  age  through 
the  adoption  of  a  system  of  social  insurance  .  .  ."A  Contract  with  the  People:  Platform  of  the 
Progressive  Party  5  (1912). 

32 1  Public  Papers  of  Woodrow  Wilson:  The  New  Democracy  4  (R.  Baker  &  W.  Dodd  eds.  1926). 
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Within  a  year  after  the  armistice  we  were  in  the  midst  of  a  tide  of  reaction  which 
threatened  to  sweep  away  every  social  achievement  gained  during  .  .  .  the  two 
previous  decades.  By  that  time  or  a  bit  later  the  whole  fabric  of  social  control  had 
been  rent  and  ravelled.33 

The  model  health  insurance  bill  was  introduced  into  several  state 
legislatures  (including  New  York's)  shortly  after  the  war  but  was 
enacted  by  none.  Toward  the  end  of  the  Progressive  Era,  Ernst  Freund, 
Professor  of  Law  at  the  University  of  Chicago,  gave  the  proponents  of 
health  insurance  legislation  sage,  if  belated,  political  advice.  He 
thought  constitutional  bases  for  such  action,  at  least  at  the  state  level, 
could  be  found.  But  he  added, 

[L]et  the  advocates  of  health  insurance  agree  upon  a  minimum  program  and 
urge  the  adoption  of  that.  The  well  known  expansive  tendencies  of  relief  legislation 
may  be  relied  upon  to  take  care  of  the  future.34 

The  American  Medical  Association,  which  had  participated  in 
drafting  the  Model  Bill  and  which  had,  from  1915  to  1919,  shown 
active  interest  in  health  insurance  legislation,  now  vigorously  rejected 
every  trace  of  its  own  Progressive  Era.  In  1920  and  1922,  its  House  of 
Delegates  passed  resolutions  which  placed  organized  medicine  in 
implacable  opposition  to  federal  health  legislation  in  general — if  it  was 
for  the  benefit  of  the  individual  citizen.  One  of  the  actions  specifically 
opposed  federal  compulsory  health  insurance  but  made  no  mention  of 
voluntary  insurance.35  The  other  defined  state  medicine  as  ''any  form 
of  medical  treatment  provided,  conducted,  controlled  or  subsidized  by 
the  federal  or  any  state  government,  or  municipality  .  .  .  ."  36 
The  AM  A  was  opposed  to  all  forms  of  state  medicine  coming  within 
the  definition  except  services  to  military  personnel  and  a  few  other 
special  groups.37  Neither  action  has  ever  been  significantly  modified. 

From  Harding  to  Hoover  the  federal  government  showed  little 
interest  in  health  except  that  of  veterans.  One  further  exception  was 
the  Sheppard-Towner  Act,  passed  early  in  Harding's  administration, 
that  provided  federal  grants  to  states  "for  the  promotion  of  the  welfare 
and  h}Tgiene  of  maternit\T  and  infancy."  38  Under  its  new  policies, 
the  bill  had  been  unsuccessfully  opposed  by  the  AMA.39  The  Demo- 
cratic platform  for  1928  included  a  health  plank  of  vague  content,40 
but  it  seems  to  have  won  their  candidate  (Al  Smith)  very  few  votes. 

V 

Social  Security  and  Its  Aftermath 

During  the  Great  Depression,  said  Frederick  Lewis  Allen,  there  was 
"a  lasting  change  ...  in  the  attitude  of  the  American  people  toward 
their  economic  and  political  institutions."  41  It  might  be  more  accurate 
to  say  that  the  Great  Depression  was  a  crisis  of  sufficient  magnitude 

33  W.  Ghent,  The  Reds  Bring  Reaction  3  (1923). 

34  Freund,  Constitutional  and  Legal  Aspects  of  Health  Insurance,  44  Proc.  Nat'l  Conf.  Soc.  Work  553, 
558  (1917). 

35  74  J.A.M.A.  1319  (1920)  (minutes  of  the  71st  Annual  Session  of  the  AMA,  held  at  New  Orleans. 
Apr.  26-30,  1920). 

36  78  J.A.M.A.  1715  (1922)  (minutes  of  the  73d  Annual  Session  of  the  AMA,  held  at  St  Louis,  May  22-26, 
1922). 

Id. 

38  Act  of  Nov.  23,  1921,  ch.  135,  42  Stat.  224. 

39  Editorial,  Federal  Care  of  Maternity  and  Infancy:  The  Sheppard-Toicner  Bill,  76  J.A.M.A.  383  (1921). 

40  "The  Democratic  Party  recognizes  that  not  only  the  productive  wealth  of  the  Nation  hut  its  content- 
ment and  happiness  depends  upon  the  health  of  its  citizens.  It  therefore  pledges  itself  to  enlarge  the 
existing  Bureau  of  Public  Health  and  to  do  all  things  possible  to  stamp  out  communicable  and  contagious 
diseases  .  .  .  ."  Platform  of  the  National  Democratic  Party,  in  Platforms  of  the  National  Republican  and 
Democratic  Parties:  1928.  at  36  (1928). 

41  Allen,  Economic  Security:  A  Look  Back  and  a  Look  Ahead,  in  Economic  Security  for  Americans 
13  (Third  American  Assembly  1954). 
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to  bring  some  of  the  seeds  sown  by  the  Populists  and  Progressives 
from  their  dormant  state. 

In  any  case,  the  Social  Security  Law  of  1935  was  the  first 
legislative  result.42  As  originally  introduced  by  Senator  Warner  and 
Congressman  Dous;hton,  the  bill  contained  one  title  that,  in  effect, 
was  a  revival  of  Meyer  London's  resolution  of  1916:  it  proposed  a 
Social  Insurance  Board  that  was  to  make  recommendations  on  ''legisla- 
tion and  matters  of  administrative  policy  concerning  old-age  insur- 
ance, .  .  .  ,  health  insurance,  and  related  subjects."  43  But,  owing 
largely  to  pressure  from  the  AMA  and  to  *  Roosevelt's  fear  that  he 
might  lose  the  whole  social  insurance  package,  the  Social  Insurance 
Board  became  the  Social  Security  Board,  and  all  reference  to  health 
was  dropped.  Thus  altered,  the  bill  passed  the  House  with  astonishing 
ease  (372  yeas  and  thirty-three  nays),44  and  became  law  on  August  14, 
1935. 

That  such  a  sweeping  federal  social  action  should  invoke  virtually 
no  organized  political  opposition  (except  for  that  of  the  AMA  to  the 
health  provision  of  the  original  bill)  is  perhaps  a  measure  of  the  depth 
of  the  crisis  the  nation  faced  at  the  time.  And  when  opposition  did 
arise,  it  had  the  paradoxical  effect  of  confirming  the  social  security 
principle  as  a  permanent  part  of  American  political  and  social  life. 
The  opposition  was  in  the  form  of  suits  brought  by  employers  against 
the  Collector  of  Internal  Revenue.  They  reached  the  Supreme  Court 
in  early  1937  with  the  result  that  Mr.  Justice  Benjamin  Cardozo 
wrote  decisions  that  set  the  country  on  a  new  course.  In  Steward 
Machine  Co.  v.  Davis,45  Cardozo  cited  the  general  welfare  clause  of  the 
Constitution  46  as  the  basis  for  upholding  the  Social  Security  Law, 
and,  although  neither  Cardozo's  decision  nor  the  Constitution  specifi- 
cally mentions  health,  the  inference  was  clear.  Though  Cardozo,  the 
Court  cleared  up  the  confusion  that  had  prevailed  with  regard  to 
federal  quarantine  authority,  which,  to  that  time,  had  been  thought 
to  rest  most  solidly  on  the  commerce  clause.  On  the  same  day  the 
Court,  still  speaking  through  Cardozo,  said  that  title  II  of  the  Social 
Security  Law  is  not  in  opposition  to  the  tenth  amendment  and  that 
Congress  may  indeed  spend  money  to  protect  the  general  welfare. 
"Nor,"  said  the  Court,  "is  the  concept  of  the  general  welfare 
static.  .  .  .  What  is  critical  or  urgent  changes  with  the  times."  47 
And,  "iwlhen  money  is  spent  to  promote  the  general  welfare,  the  con- 
cept of  welfare  or  the  opposite  is  shaped  by  Cougress,  not  the  state."  48 

From  the  constitutional  point  of  view,  the  Cardozo  decisions  brought 
to  an  end  the  process  that  began  with  the  Marshall  decision  in  1824. 
But  politically  the  effect  was  not  quite  so  definitive.  Health  had  become 
a  respectable  political  topic,  and,  after  the  Cardozo  decisions,  no  politi- 
cal party  dared  ignore  it  altogether.  The  concept  of  a  right  to  health 
gradually  lost  its  nineteenth  century  limitations  and  focused  more  and 
more  on  the  individual's  health  needs,  broadly  defined,  although  the 
country  was  not  yet  ready  for  comprehensive  federal  health  legislation. 
The  rising  costs  of  health  care  may  have  been  a  factor  in  this  change 
of  emphasis.  In  the  nineteenth  century,  relatively  few  of  the  nation's 
citizens  had  access  to  hospitals  and  specialists.  Laboratory  tests  were 

42  Act  of  Aug.  14, 1935,  ch.  531,  49  Stat.  620. 

«  S.  1130,  74th  Cong.,  1st  Sess.  (1935);  see  79  Cong.  Rec.  549,  551  (1935). 
44  79  Cong.  Rec.  6069-70  (1935). 
"301  U.S.  548  (1937). 

46  "The  Congress  shall  have  Power  To  lay  and  collect  Taxes  ...  to  pay  the  Debts,  and  provide  for  the 
common  Defense  and  general  Welfare  of  the  United  States  .  .  .  ."  U.S.  Const,  art.  I,  §8. 

47  Helvering  v.  Davis,  301  U.S.  619,  641  (1937). 
«8  Id.  at  645. 
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virtually  unknown;  the  x-ray  was  discovered  by  Roentgen  in  1896 
but  came  into  general  medical  use  only  after  World  War  I ;  the  electro- 
cardiograph dates  from  1912  but  was  not  in  general  use  until  after 
1930.  ~By  the  mid-1980s  utilization  of  hospitals,  which  were  formerly 
turned  to  only  in  case  of  terminal  illness  or  major  surgery  (if  at  all) 
was  increasing  rapidly.  Medical  diagnosis  and  treatment  had  gone 
far  beyond  the  stethoscope  and  epsom  salts  stage.  The  general 
practitioner's  black  bag  no  longer  contained  all  that  patients  needed 
and  were  beginning  to  demand. 

VI 

The  Post-World-War-II  Scene 

Although  the  health  theme  was  expunged  from  the  original  Social 
Security  proposal,  it  was  never  very  far  from  Senator  Robert  Wagner's 
mind.  Drawing  on  analyses  that  had  been  carried  out  to  support  the 
original  Social  Security  bill,  he  introduced  amendments  relative  to 
health  in  1939  but  without  success.  The  threat  of  war  in  Europe  and 
opposition  by  the  AM  A  were  obstacles  too  formidable  to  overcome. 
But  in  1943  the  battle  was  really  joined.  In  that  year  Senators  Wagner 
and  Murray  and  Congressman  Dingell  introduced  their  first  proposal 
for  federal  compulsory  health  insurance.  They  reintroduced  such  pro- 
posals in  1945,  1947,  and  1949,  precipitating  one  of  the  major  political 
battles  of  President  Truman's  administration.  The  bills  all  failed, 
but  the  intensity  and  bitterness  of  the  fights  over  them  were  them- 
selves evidence  of  the  growing  political  importance  of  the  health 
question. 

The  AMA's  opposition  was  based  primarily  on  its  policies  of  the 
1920s  and  led  it,  at  great  cost,  into  the  first  of  its  major  national  polit- 
ical campaigns.  Whether  the  electorate  was  ready  to  accept  federally- 
backed  compulsory  health  insurance  in  the  years  immediately  after 
World  War  II  is  a  matter  for  conjecture.  But  the  weight  of  Roosevelt's 
words  in  his  State  of  the  Union  message  on  January  11,  1944,  was  such 
as  to  identify  permanently  the  right  to  health  with  other  fundamental 
rights  in  the  American  political  system.49  In  that  address  he  equated 
"the  right  to  adequate  medical  care  and  the  opportunity  to  achieve 
and  enjoy  good  health"  with  fundamental  social  and  political  rights 
in  his  "Economic  Bill  of  Rights."50 

The  return  of  the  Republicans  to  office  in  1952  reassured  conserva- 
tives with  regard  to  the  threat  of  comprehensive  federal  health 
legislation.  President  Eisenhower  had  publicly  announced  his  opposi- 
tion to  compulsory  health  insurance,  but,  even  so,  his  administration 
could  not  completely  ignore  the  health  insurance  issue.  It  proposed  a 
reinsurance  system,  leaving  health  insurance  voluntary,51  but  the  mood 
of  Congress  was  conservative:  nothing  happened. 

With  that,  the  emphasis  on  federal  guarantees  of  the  individual's 
right  to  health,  far  from  dying,  merely  shifted  to  a  particularly  needy 
group,  the  aged.  The  battle  over  federally  backed  health  insurance 
for  the  aged  stretched  across  three  administrations  and  culminated 
with  the  passage  of  Medicare-Medicaid  legislation  in  1965.  Its  most 

49  Message  from  the  President  of  the  United  States  on  the  State  of  the  Union,  H.R.  Doc" 
No.  377,  78th  Cong.,  2d  Sess.,  in  90  Cong.  Rec.  55  (1944). 

50  90  Cong.  Rec.  at  57. 

si  156  J.A.M.A.  1506-08  (1954)  (Address  of  HEW  Secretary  Oveta  Culp  Hobby  before  the  House  of 
Delegates  of  the  AMA,  Miami,  Florida,  Nov.  29, 1954). 


10 


dramatic  moment  came  in  May  1962,  when  President  Kennedy 
addressed  an  overflow  crowd  at  Madison  Square  Garden,  urging  sup- 
port for  the  then-pending  King-Anderson  bill.  The  AMA  countered 
by  staging  its  own  program,  televised  the  next  night,  immediately 
following  the  President's  address.52  The  issue,  in  the  eyes  of  the  AMA, 
was  still  basically  one  of  states'  rights.  It  had  favored  the  Kerr-Mills 
bill  of  1970,  which  assisted  the  aged  to  obtain  health  care  through 
federal  grants  to  the  states,53  whereas  the  King-Anderson  bill  would 
have  extended  benefits  to  the  aged  through  the  Social  Security 
mechanism. 

The  King-Anderson  proposal  went  down  to  defeat  in  1961  although 
it  never  came,  as  such,  to  a  floor  vote.54  Still  the  question  would  not 
die.  The  prospect  of  providing  for  the  health  of  the  aged  by  legislative 
means  was  a  powerful  political  issue,  and  the  essence  of  the  King- 
Anderson  proposal  was  reintroduced  in  1964.  The  AMA  countered 
with  an  imaginative  proposal  of  its  own,  more  liberal  in  its  benefits 
than  the  King- Anderson  bill  but  designed  to  hold  federal  authority 
at  a  minimum.  The  final  result  was  a  classic  of  political  maneuvering 
in  which  the  Johnson  administration  got  more  than  it  had  originally 
asked  and  the  AMA  failed  wholly  in  its  effort  to  establish  administra- 
tive authority  over  the  system  at  the  state  level.55  The  law  as  passed  56 
not  only  provided  voluntary  health  insurance  for  the  aged  under 
Social  Security;  it  also  included  a  "sleeper"  title  (XIX)  that  extended 
health  benefits,  via  the  states,  to  the  medically  indigent  regardless  of 
age. 

A  president  of  the  AMA  attributed  the  ultimate  defeat  of  his  orga- 
nization on  the  Medicare  issue  to  the  assassination  of  President 
Kenned}7".  On  the  evening  before  that  event  (November  21,  1963), 
according  to  outgoing  president  Donovan  Ward,  AMA  spokesmen 
had  just  completed  their  testimony  in  Washington  against  the  Medi- 
care proposal.  At  that  moment,  he  claimed  "we  were  on  the  way  to 
the  most  resounding  legislative  victory  in  our  history  as  an  organiza- 
tion." 57  But  Lyndon  Johnson,  beholden  (according  to  Ward)  to  labor 
and  liberal  forces,  changed  all  that. 

In  some  measure  Dr.  Ward  may  have  been  right.  But  the  state- 
federal  issue  concerning  authority  in  health  matters  had  been  settled 
at  the  federal  level  long  since,  and  that  fact  has  had  the  effect,  since 
the  1920s,  of  putting  the  AMA  in  the  position  of  a  rear-guard  unit. 
Medicare-Medicaid  was  passed,  despite  conservative  opposition,  and 
President  Johnson  journeyed,  fittingly  enough,  to  Independence, 
Missouri,  to  sign  the  bill  into  law  in  Harry  Truman's  presence.  It 
was  the  culmination  of  a  sociopolitical  struggle  that  began  in  the 
Progressive  Era  and  that  had  waxed  and  waned  since  World  War  I. 
The  new  law  represented  the  creation  of  a  national  health  system  for 
two  important  segments  of  the  civilian  population.  With  its  passage 
the  federal  government  had  at  last  directly  guaranteed  the  right  to 
health  of  broad  classes  of  private  American  citizens. 

«  N.Y.  Times,  May  22, 1962,  at  1,  col.  2. 

53  Social  Security  Amendments  of  1960,  Pub.  L.  No.  86-778,  tit.  VI,  §§  601  et  sea.,  74  Stat.  987,  amending 
42  U.S. C.  §§301-04,  306  (1958).  ■  : 

H.R.  4222,  87th  Cong.,  1st  Sess.  (1961);  see  107  Cong.  Rec.  2135-36  (1961)  (referred  to  the  House  Com- 
mittee on  Ways  and  Means). 

55  The  whole  process,  including  the  critical  role  played  by  Congressman  Wilbur  Mills,  is  described  in 
P.  Corning,  The  Evolution  of  Medicare  (Social  Security  Admin.,  Office  of  Research  and  Statistics, 
Research  Report  No.  29, 1969),  and  Meyers,  Mr.  Mill's  Elder-Medi-Bettercare,  Fortune,  June  1965,  at  166. 

56  Social  Security  Amendments  uf  1965,  Pub.  L.  No.  89-97,  79  Stat.  286. 

57  Remarks  of  the  President,  193  J.  A.M.  A.  23  (1965). 
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Medicare  was  unquestionably  a  major  watershed  in  the  evolution  of 
federal  health  policy.  Once  it  was  passed,  the  Eighty-ninth  Congress, 
to  which  President  Johnson  understandably  (from  his  point  of  view) 
applied  the  adjective  fabulous,  went  on  to  other  health  matters. 
Next  to  Medicare,  its  most  significant  actions  were  the  Heart  Disease, 
Cancer,  and  Stroke  Amendments  of  1965  58  and  the  Comprehensive 
Health  Planning  and  Public  Health  Services  Amendments  of  19 66. 59 
The  title  of  the  former  is  deceptive;  although  focusing  superficially  on 
the  major  killer  diseases,  the  act  actually  was  a  first  step  toward 
regionalization  of  the  nation's  health  facilities  and  personnel.  In  effect, 
it  invites  the  nation  to  regionalize  itself  and  to  disregard  internal 
political  boundaries  (state,  county,  and  municipal)  in  doing  so.  It 
deals,  therefore,  with,  one  of  the  country's  most  delicate  internal 
political  issues — states'  rights — and  almost  certainly  would  have 
died  in  Congress  if,  when  introduced,  it  had  borne  the  title  now  applied 
to  it:  Regional  Medical  Program.  It  is  having  the  effect  of  stimulating 
fundamental  dialogue  and  experiment  pointing  toward  reorganization 
of  the  nation's  health  resources  along  logical  lines.  Its  companion  act, 
the  Comprehensive  Health  Planning  law,  vests  authority  for  broad 
planning  in  the  individual  state  governments  and,  to  date,  has  pro- 
duced no  dramatic  results.  The  two  laws  are,  in  fact,  badly  designed 
and  to  some  extent  in  conflict.  But  their  day  has  not  yet  come;  the 
experience  gained  as  a  direct  result  of  their  passage  is  bound  to  have 
a  major  effect  on  the  design  of  the  nation's  future  health  system. 
Medicare  and  Medicaid  are  basically  financing  measures;  the  Regional 
Medical  Program  and  Comprehensive  Health  Planning  laws  attack 
an  equally  fundamental  but  politically  more  difficult  aspect  of  the 
health  problem. 

Conclusion 

No  health  legislation  of  basic  importance  has  passed  the  Congress 
since  1966.  (However,  the  pending — at  this  writing — Social  Security 
amendments  60  may  prove  to  be  significant  in  their  impact  if  the 
concept  of  "health  maintenance  organizations"  embodied  therein 
proves  workable  in  practice.)  The  last  few  years  have  been  a  time  of 
regrouping  and  reassessment  of  the  nation's  health  problem.  The  most 
heated  controversies  since  1966  have  had  to  do  with  funding  and  impact 
of  existing  legislation,  not  with  new  proposals.  Debates  now  beginning 
(which  the  AMA  refers  to  as  "the  gathering  storm"61)  center  on 
national  health  insurance.  But  there  is  increasing  recognition,  in  and 
out  of  government,  that  national  health  insurance  alone  cannot 
guarantee  the  right  to  health  in  its  present,  broad  sense.  Other  defi- 
ciencies, such  as  shortage  and  maldistribution  of  health  personnel  and 
11  facilities  will  also  have  to  be  taken  into  account. 

Health  insurance  proposals  now  under  discussion  approach  these 
latter  issues  in  varying  degrees.  One  of  them  is  basically  a  voluntary 
financing  (insurance)  proposal  and  largely  reflects  AMA  concepts. 
Another,  introduced  in  Congress  on  August  27,  1970,62  by  Senator 
Edward  Kennedy  and  fourteen  other  Senators,  takes  its  origins  from 

w  Pub.  L.  No.  89-239,  79  Stat.  926. 
"  Pub.  L.  No.  89-749,  80  Stat.  1180. 

60  H.R.  17550,  91st  Cong.,  2d  Sess.  (1970).  Versions  of  this  legislation  were  passed  by  both  houses  of  the 
91st  Congress,  but  adjournment  occurred  before  the  differences  could  be  resolved  in  conference.  The  proposal 
will  be  reintroduced  in  some  form  in  the  92d  Congress. 

61  National  Health  Care— The  Gathering  Storm,  Am.  Med.  News,  Oct.  27,  1969,  at  1. 

62  S.  4297,  91st  Cong.,  2d  Sess.  (1970);  see  116  Cong.  Rec.  S14.338  (dailv  ed.  Aue.  27,  1970). 
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the  Model  Bill  of  1916,  various  aspects  of  Social  Security  legislation, 
and  the  work  of  the  late  Walter  Reuther's  Committee  for  National 
Health  Insurance.  It,  in  effect,  proposes  a  comprehensive  national 
health  service  in  the  form  of  a  ' 'working  partnership"  between  public 
and  private  sectors. 

As  these  dramatically  different  proposals  come  under  debate,  politi- 
cal influences,  based  largely  on  the  precedents  of  the  past,  will  once 
again  emerge.  But  the  social  polarization  of  the  nation  and  the  con- 
tinuing political  and  economic  effects  of  the  war  in  Viet  Nam  have,  in 
themselves,  created  a  new  and  volatile  political  climate.  Whether  the 
new  conditions  will  hasten,  or  retard,  national  health  service-legislation 
cannot  be  predicted  with  confidence. 

But  the  time  for  such  action  is  probably  close  at  hand  and  the  rea- 
sons are  not  far  to  seek:  the  major  constitutional  and  political  issues 
were  settled  with  the  federal  quarantine  law  of  1893,  the  Cardozo 
decisions,  and  the  passage  of  Medicare-Medicaid.  It  remains  now  only 
to  work  out,  hopefully  on  a  pragmatic  basis,  the  legislative  and 
administrative  details. 


2.  HEALTH  AND  MEDICAL  PROGRAMS 


AN  INTRODUCTION  AND  OVERVIEW* 

The  past  century  has  been  marked  by  a  phenomenal  increase  in  pro- 
ductivity, the  diversity  of  goods  and  services  generally  available,  and 
the  total  national  output  oj  this  country.  These  changes  have  been  accom- 
panied by  a  large  increase  in  the  share  of  the  national  output  devoted 
to  social  welfare  programs. 

Although  social  welfare  has  been  a  public  concern  throughout  the 
history  of  the  Nation,  early  programs  were  primarily  local  in  scope. 
Rapid  urbanization  of  the  population  and  other  changes  in  the  pattern 
of  American  life  brought  with  them  a  need  for  broadly  organized  public 
programs.  Social  welfare  expenditures  became  truly  significant  in  the 
1930' s,  when  the  Federal  Government  began  a  host  of  programs  to  aid  the 
victims  of  the  depression.  The  subsequent  introduction  and  expansion  of 
social  security,  a  rise  in  outlays  for  education  and  health,  postwar 
veterans7  benefits  and  other  factors  have  led  to  a  steady  increase  in  the 
sums  allocated  for  social  welfare. 

The  growth  in  social  welfare  services  has  coincided  with  the  economy1  s 
increasing  ability  to  provide  them.  From  fiscal  1929,  the  first  year  of  the 
social  welfare  statistical  series,  to  fiscal  year  1966,  expenditures  under 
public  programs  rose  from  $3.9  billion  to  $88  billion.  As  a  percent  of  gross 
national  product,  however,  the  rise  was  only  from  3.9  to  12.3  percent, 
reflecting  the  high  level  of  productivity  enjoyed  in  recent  years.  Most  of  the 
21 -fold  dollar  increase  has  occurred  since  the  end  of  World  War  II.  In  the 
5  years  between  1945  and  1950,  expenditures  increased  155  percent  and, 
in  the  following  decade,  more  than  doubled  again — rising  from  $23.5 
billion  in  fiscal  year  1950  to  $52.3  b  illion  in  1960.  Since  1960  the  average 
increase  has  been  almost  $6  billion  a  year.  Even  when  corrected  for 
increases  in  prices  and  in  population,  social  welfare  expenditures  per 
capita  were  more  than  twice  as  large  in  1966  as  in  1950. 

Part  I  of  this  report  begins  with  a  brief  overview  of  the  development  of 
social  welfare  programs  in  this  country,  particularly  since  1929.  This  is 
followed  by  a  discussion  of  the  social  welfare  series  itself:  its  characteristics 
and  history,  the  definitions  and  concepts  employed,  problems  encountered 
in  classification,  technical  aspects,  and  current  revisions.  Parts  II  and  III 
are  divided  into  seven  sections,  one  for  each  of  the  major  components 
included  in  the  social  welfare  expenditure  series — social  insurance, 
public  aid,  health  and  medical  programs,  veterans1  programs,  education, 
housing,  and  other  social  welfare.  In  Part  II  the  programs  and  their 
development  are  described  in  detail,  the  nature  and  basis  of  the^data  are 
explained,  and  data  sources  are  summarized.  Part  III  presents  the  data  in 
tabular  form. 

*Merriam,  Ida  C.  and  Alfred  M.  Skolnik.  In  Social  welfare  expenditures  under  public  programs  in  the 
United  States,  1929-66.  [Washington]  U.S.  Social  Security  Administration,  Office  of  Research  and  Statis- 
tics; [for  sale  by  the  Supt.  of  Docs.,  U.S.  Govt.  Print.  Off.,  1968]  (U.S.  Social  Security  Administration.  Office 
of  Research  and  Statistics.  Research  report,  no.  25)  p.  1,  99-125. 
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The  detailed  tables  present  year-by-year  data  from  fiscal  year  1929 
through  1966.  The  five  summary  tables  in  the  first  section  of  Part  III 
include  'preliminary  estimates  for  1967,  already  published  in  the  December 
1967  issue  of  the  Social  Security  Bulletin.  An  estimate  of  total  social 
welfare  expenditures  as  a  percent  of  the  gross  national  product  is  presented 
in  summary  table  III  for  the  years  1890  and  1913  as  well  as  for  1929-67 . 
The  program  descriptions  and  textual  discussions,  like  the  detailed  tables, 
relate  to  the  period  1929-66. 

Preview 

Between  1929  and  1966,  public  expenditures  for  health  and  medical 
programs,  as  defined  here,  grew  by  19  times.  Federal,  State,  and  local 
outlays  for  these  programs,  which  amounted  to  only  $351  million  in 
fiscal  year  1929,  had  reached  $7.2  billion  a  year  by  1966. 

Sparking  this  growth  has  been  the  tremendous  expansion  of  the 
Federal  sector,  which  accounted  for  47  percent  of  the  total  1966 
expenditures,  compared  with  13  percent  in  1929.  The  impact  has  been 
most  pronounced  in  Federal  expenditures  for 

hospital  and  medical  care,  which  rose  from  $38  million  in  1929 
to  $1.5  billion  in  1966. 

public  health  activities,  which  increased  from  less  than  $7  mil- 
lion in  1929  to  $229  million  in  1966. 

medical  research  and  construction,  which  rose  from  almost 
negligible  totals  in  1929  to  $1.2  billion  and  $309  million,  respec- 
tively, in  1966. 

State  and  local  expenditures,  though  not  matching  the  70-fold 
Federal  increase,  also  reflected  the  overwhelming  public  commitment 
to  health.  State  and  local  governments  boosted  outlays  for  hospital 
and  medical  care  from  $109  million  in  1929  to  $2.6  billion  in  1966. 
Concern  over  maternal  and  child  health  care  prompted  a  33-fold 
increase  in  public  outlays  for  programs  in  this  field.  Significant  expan- 
sions in  expenditures  for  public  health  activities  and  construction  of 
medical  facilities  also  took  place. 

Nature  of  the  Series 

The  tables  in  Part  III  contain  data  on  all  those  public  efforts  where 
the  primary  focus  is  the  prevention,  cure,  and  treatment  of  illness  and 
the  protection  of  health.  By  definition  this  includes  institutional  and 
ambulatory  health  care;  public  health  programs  of  disease  prevention, 
environmental  control,  and  community  health  services;  medical  and 
health-related  research;  and  the  construction  of  medical  and  health 
facilities. 

In  the  chapter  that  follows,  these  programs  are  discussed  in  the  fol- 
io wing  order: 

Hospital  andmedical  care,  civilian  programs. — Expenditures  for  hospi- 
tal and  medical  care  provided  or  paid  for  by  Federal,  State  and  local 
governments  in  publicly  and  privately  owned  facilities. 

Hospital  and  medical  care,  Defense  Department. — Expenditures  of  the 
Department  of  Defense  for  the  care  of  the  military  and  their 
dependents. 

Maternal  and  child  health  programs. — Federal,  State,  and  local 
expenditures  for  maternal  and  child  health  and  crippled  children's 
services  and  related  activities. 
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Medical  research. — Expenditures  of  Federal,  State,  and  local  govern- 
ments for  medical  and  health-related  research. 

School  health  services. — Expenditures  by  State  and  local  departments 
of  education  for  school  health  services. 

Other  public  health  activities. — -Federal,  State,  and  local  expenditures 
for  community  and  environmental  health  activities  and  related 
services. 

Medical-jacilities  construction. — Federal,  State,  and  local  expendi- 
tures for  the  construction  of  medical  facilities,  including  hospitals, 
clinics,  research  and  other  facilities. 

In  addition  to  the  programs  included  here  as  "Health  and  medical 
programs,"  there  are  health  and  medical  expenditures  under  other 
social  welfare  programs.  In  the  social  welfare  expenditure  series,  the 
primary  basis  of  classification  used  is  the  major  focus  of  the  program 
through  which  the  expenditures  are  made.  Where  health  services  are 
provided  incident  to  other  social  welfare  programs,  or  are  part  of  social 
security  and  related  programs  whose  primary  focus  is  income  support, 
the  health  and  medical  expenditures  are  included  in  total  expenditures 
for  these  programs,  although  also  shown  separately  as  a  subcategory 
of  the  general  program.  This  is  the  treatment  accorded  expenditures 
for  health  and  medical  care  provided  individuals  under  OASDHI, 
railroad  retirement,  workmen's  compensation,  temporary  disability 
insurance,  public  assistance,  vocational  rehabilitation,  and  veterans' 
program. 

All  identifiable  health  expenditures  under  public  programs  are 
brought  together  in  a  special  table,  as  has  been  done  for  many  years 
in  the  annual  Bulletin  series.  This  table  combines  the  expenditures  of 
programs  under  the  category,  "Health  and  medical  programs,"  and 
the  health  expenditures  under  social  insurance,  public  aid,  and 
veterans'  programs.  The  table  also  includes  as  a  separate  category, 
medical  and  health-related  expenditures  under  the  antipoverty 
programs.  These  expenditures  are  not  readily  allocable  among  the 
various  antipoverty  programs,  and  therefore  are  not  shown  except 
as  a  total. 

A  few  social  welfare  programs  have  had  or  currently  have  some 
medical  benefits  commingled  with  general  program  expenditures  and 
no  attempt  has  been  made  to  isolate  the  medical  portion  of  these 
programs.  An  example  is  the  medical  benefits  provided  under  the 
Civilian  Conservation  Corps  and  other  emergency  relief  legislation  of 
the  1930s.  For  these  programs,  the  medical  benefits  appear  as  part  of 
the  totals  under  the  category  in  which  the  program  is  classified. 

Certain  health  expenditures  that  are  subordinate  to  other  programs 
not  classified  as  social  welfare  programs  have  also  been  omitted.  These 
expenditures  are  often  relatively  small,  difficult  to  identif}r,  and  are 
intermingled  with  the  general  program  expenditures.  For  example, 
the  health  programs  of  the  Federal  Aviation  Agency,  the  Bureau  of 
Mines,  the  Bureau  of  Narcotics,  and  the  National  Park  Service  are 
excluded. 

With  respect  to  medical  research  expenditures,  included  in  the 
series  are  costs  incurred  in  connection  with  all  government  programs, 
not  just  those  classified  as  social  welfare  programs,  largely  because 
comprehensive  data  on  medical  research  have  been  compiled  for  the 
entire  Federal  Government  (and  the  State  and  local  sector)  by  the 
National  Institutes  of  Health.  The  convenience  of  using  this  one  source 
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for  medical  research  data  makes  it  desirable  to  use  the  same  data  and 
concepts  employed  by  the  data-gathering  agency. 

Certain  other  expenditures  from  public  funds  for  health  and  medical 
purposes  are  excluded  from  the  series  for  a  variety  of  conceptual 
reasons.  Government  contributions  for  employee  health  insurance 
programs  are  excluded  since  the  risk  is  underwritten  by  private 
carriers  rather  than  the  public  agency  and  the  government  is  acting 
in  the  capacit}^  of  an  employer.  In  contrast,  the  military  dependents' 
medical  care  program  is  included;  although  the  program  is  adminis- 
tered by  private  carriers,  the  government  is  the  underwriter  of  the 
risk,  i.e.,  the  carriers  are  reimbursed  for  their  benefit  disbursements 
plus  a  specified  amount  or  proportion  for  administrative  cost — the  so- 
called  "cost-plus"  formula. 

Certain  expenditures  that  have  overlapping  health  and  sanitation 
functions  are  excluded.  Among  these  are  current  operating  expendi- 
tures, as  well  as  construction  and  capital  outlay  costs,  for  water  supply, 
waste  disposal  and  sanitation  systems.  However  important  sanitation 
and  a  clean  water  supply  may  be  for  health,  the  provision  of  water  and 
sewage  services  in  a  modern  urban  economy  takes  on  much  more  of  the 
character  of  a  public  utility  than  of  a  health  service.  However,  the 
costs  of  regulatory  and  administrative  functions  in  the  inspection 
and  control  of  such  services  where  performed  by  State  and  local 
public  health  agencies  are  included  in  the  series. 

Also  included  in  the  series  are  certain  expenditures  made  under 
community  and  environmental  health  programs  (injury  control,  water 
and  air  pollution,  and  radiation  control),  and  protective  health  pro- 
grams (disease  prevention  and  food  and  drug  regulations).  In  one 
sense  the  inclusion  of  these  programs  is  not  completely  consistent  with 
the  overall  concept  of  social  welfare  employed  in  this  series,  since  these 
services  often  are  not  provided  directly  to  the  individual.  However, 
the  function  of  health  is  so  basic  to  the  well-being  of  the  individual 
that  a  case  can  be  made  for  including  any  programs  whose  major 
focus  is  the  improvement  of  health  conditions  in  the  community.  Also 
included  are  medical  research  programs  for  basically  the  same  reason. 

The  series  includes  expenditures  for  health  in  the  Pacific  Trust 
Territories,  American  Samoa,  the  Philippine  Islands  prior  to  inde- 
pendence, etc.,  in  addition  to  the  services  provided  overseas  to  the 
military,  Foreign  Service  personnel,  and  employees  of  the  U.S.  In- 
formation Agency.  International  health  activities,  such  as  contri- 
butions to  the  World  Health  Organization,  international  malaria 
control  programs  and  other  health  programs  that  are  not  directed 
specifically  at  American  nationals  overseas  or  for  the  welfare  of  the 
population  in  U.S. -ad ministered  territories  and  possessions  are 
excluded. 

Public  expenditures  for  health  and  medical  programs  are  the  net 
expenditures  by  the  level  of  government  that  is  the  original  source  of 
the  funds.  The  health  field  is  a  mixture  of  public  and  private  funds  and 
facilities.  Public  health  and  medical  programs  are  financed  in  facilities 
owned  and  operated  by  governments  and  by  private  organizations. 
In  order  to  obtain  the  net  expenditures  made  by  the  particular  govern- 
ment level,  the  revenues  and  fees  that  are  paid  for  care  in  government 
facilities  by  private  sources  and  other  governmental  juridsictions  must 
be  subtracted.  In  addition,  to  obtain  the  net  expenditures  from  State 
and  local  funds  all  grants-in-aid  or  intergovernmental  revenue  from 
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the  Federal  Government  for  categorical  health  programs,  maternal 
and  child  health  programs,  and  public  assistance  vendor  payments 
are  subtracted  from  State  and  local  totals  are  shown  by  the  original 
source  of  funds.  Loans  are  excluded  from  the  series. 

Administrative  expenditures  in  this  section  of  the  monograph  are 
not  shown  separately  except  for  one  or  two  programs.  Administrative 
costs  of  operating  hospitals,  clinics,  public  health  departments,  re- 
search programs,  etc.,  are  integral  parts  of  the  services  provided  and 
only  through  elaborate  cost  accounting  techniques  could  the  adminis- 
trative expenditures  be  tallied  separately. 

HOSPITAL  AND  MEDICAL  CARE :  CIVILIAN  PROGRAMS  (FEDERAL) 

Description  of  the  Programs  and  Nature  of  Expenditures 

The  Federal  Government  has  directly  provided  hospital  and  medical 
care  for  specified  groups  of  beneficiaries  since  1798  when  President 
John  Adams  signed  into  law  "An  Act  for  the  relief  of  sick  and  disabled 
seamen."  Since  that  time,  federally  sponsored  and  financed  medical  care 
for  specified  beneficiaries  has  been  expanded  to  include  Indians,  Alaskan 
natives,  lepers,  narcotic  addicts,  commissioned  officers  of  the  Public 
Health  Service  and  their  dependents,  Environmental  Science  Services 
Administration  (formerly  Coast  and  Geodetic  Survey)  and  Coast 
Guard  personnel  and  their  dependents,  and  owners  of  commercial 
fishing  boats.  The  Federal  Government  also  provides  medical  care  in 
Federal  prisons,  in-plant  health  services  for  Federal  employees, 
medical  care  for  certain  Foreipn  Service  employees  overseas,  medical 
care  in  the  Ryukyu  Islands,  the  Trust  Territories,  American  Samoa, 
and  the  Panama  Canal  Zone.  Support  is  also  provided  for  certain 
medical  institutions  in  the  District  of  Columbia. 

Expenditures  in  this  section  include  outlays  of  Federal  funds  for 
the  operation  of  hospitals  and  medical  care  units  other  than  military 
and  veterans'  facilities.  Also  included  are  reimbursements  to  public 
and  private  hospitals  for  the  care  of  Federal  civilian  beneficiaries.  The 
expenditures  for  hospital  and  medical  care  for  veterans,  the  military 
and  their  dependents  are  included  in  other  categories.  Also  excluded 
from  the  category  "Hospital  and  medical  care,"  where  separately 
identifiable,  are  training  grants  and  fellowships  (classified  under 
"Education")  and  expenditures  for  research  and  the  construction  of 
medical  facilities  (classified  under  separate  headings). 

The  following  is  a  list  of  the  Federal  agencies  that  finance  the  oper- 
ation of  hospital  and  medical  care  units  included  in  this  category,  with 
a  brief  description  of  programs  and  beneficiaries. 

DEPARTMENT  OF  HEALTH,   EDUCATION,  AND  WELFARE 

Public  Health  Service  hospitals. — The  Public  Health  Service  cur- 
rently operates  10  general  hospitals,  a  National  Leprosarium,  and  150 
outpatients  facilities.  The  major  beneficiary  groups  receiving  medical 
care  are  American  seamen  (the  largest  group),  commissioned  corps 
personnel  of  the  Public  Health  Service  and  their  dependents,  Bureau 
of  Employees'  Compensation  cases,  Environmental  Science  Services 
Administration  personnel  and  their  dependents,  lepers,  and  narcotic 
addicts.  Medical  services  are  provided  for  Coast  Guard  personnel  at 
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shore  stations  and  on  vessels.  Grants  are  also  made  to  Hawaii  to  de- 
fray the  cost  of  the  care  and  treatment  of  lepers.  Expenditures  shown 
here  are  net,  after  reimbursements  from  other  government  agencies 
and  outside  sources  have  been  received. 

St.  Elizabeths  Hospital. — Provides  care  and  treatment  on  a  direct 
and  reimbursable  basis  for  mentally  ill  residents  of  the  District  of 
Columbia  and  Federal  Government  beneficiaries.  The  expenditures 
shown  here  are  the  net  Federal  expenditures  after  payments  made  by 
the  District  of  Columbia  and  patient  revenues  have  been  deducted. 

Freedmen's  Hospital. — A  general  and  tuberculosis  hospital,  long 
affiliated  with  Howard  University  as  the  teaching  hospital  for  its 
medical  school,  furnishing  in-patient  and  out-patient  services.  The 
expenditures  shown  are  the  net  Federal  expenditures  after  patient 
revenue  and  payments  from  the  District  of  Columbia  have  been 
deducted. 

Indian  health  activities.- — Includes  49  general  hospitals  and  their 
out-patient  clinics,  and  two  tuberculosis  sanatoria  for  the  care  of 
Indians  and  Alaskan  natives.  Care  in  other  hospitals  and  services  of 
private  physicians  are  contracted  for,  where  Indian  facilities  are  not 
available. 

Employee  health  units. — The  Public  Health  Service  operates  em- 
ployee health  programs  for  Federal  agencies  and  performs  consultive 
and  related  services  relative  to  such  employee  health  programs. 

DEPARTMENT  OF  INTERIOR 

Care  and  custody  of  Alaskan  insane. — Prior  to  Alaskan  Statehood, 
Federal  monies  were  expended  for  care  and  maintenance  (including 
medical  expenditures)  of  persons  legally  adjudged  insane  in  Alaska. 

DEPARTMENT  OF  DEFENSE 

Panama  Canal  Zone. — Operates  and  maintains  two  general  hospitals, 
out-patient  clinics,  a  neuro-psychiatric  hospital,  a  domiciliary  hospital, 
and  a  leprosarium  in  the  Canal  Zone  to  provide  medical  care  for  all 
eligible  civilians  and  military  personnel  in  the  Zone.  Patients'  fees 
and  other  revenues  are  deducted. 

United  States  Soldiers'  Home. — Operates  a  hospital  as  part  of  the 
Home  for  certain  old,  invalid,  or  disabled  soldiers  of  the  Regular 
Army  and  airmen  of  the  Air  Force.  Also  includes  payments  to  other 
hospitals. 

DEPARTMENT  OF  JUSTICE 

Federal  Prison  System. — Funds  are  allocated  to  the  Public  Health 
Service  for  the  cost  of  medical,  psychiatric,  and  technical  services  in 
Federal  prisons. 

Immigration  and  Naturalization  Service. — Reimbursements  to  the 
Public  Health  Service  and  to  other  public  and  nonprofit  hospitals  for 
hospital  and  medical  care  of  entrants  to  the  United  States. 
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TENNESSEE  VALLEY  AUTHORITY 

Provides  in-plant  employee  health  services. 

DEPARTMENT  OF  STATE 

Foreign  Service. — Cost  of  medical  care  for  members  of  the  Foreign 
Service  overseas. 

GENERAL  SERVICES  ADMINISTRATION 

Receives  an  appropriation  for  minor-project  repairs  and  mainte- 
nance in  Public  Health  Service  hospitals. 

OTHER  HOSPITAL  AND  MEDICAL  CARE 

Since  1929  there  have  been  other  hospital  and  medical  expenditures 
under  specific  programs  that  lasted  for  various  periods  of  time.  These 
expenditures  have  been  included  in  the  "Miscellaneous"  category. 

Among  these  programs  were  Navy  Department  expenditures  for 
the  care  of  lepers  in  Guam,  1929  through  1943,  and  grants  made  to 
help  territorial  governments  meet  the  cost  of  maintaining  public 
hospitals  and  medical  care  facilities  for  the  residents  of  the  Trust 
Territory  of  the  Pacific  Islands,  Ryukyu  Islands  and  American  Samoa 
from  1945  to  date.  Prior  to  1955,  Virgin  Islands  data  were  also  included. 

During  and  immediately  following  World  War  II,  expenditures  were 
also  included  for  certain  war-related  activities  affecting  civilians.  These 
included  hospital  and  medical  care  provided  through  the  civilian  war 
assistance  program  from  1944  through  1948  for  citizens  of  the  United 
States  and  their  dependents  who  had  been  interned,  stranded,  or 
evacuated  from  war  areas  and  returned  to  the  United  States.  There 
were  also  expenditures  for  medical  examinations  performed  by  the 
Displaced  Persons  Commission  from  1949  to  1955. 

Federal  expenditures  for  hospital  and  medical  care,  as  denned  here, 
increased  16-fold  from  1929  to  1966  (table  3-2).  For  most  of  the 
period,  the  rise  was  of  a  gradual,  steady  nature  with  some  dips  in 
1934,  1938,  1949,  and  1955.  Unusual  spurts  took  place  in  1956, 
largely  due  to  expanding  Indian  health  activities,  and  in  1964,  due 
to  relatively  large  increases  in  almost  all  programs. 

The  Public  Health  Service  and  Indian  health  activities  account  for 
the  largest  share  of  expenditures  for  hospital  and  medical  care. 
These  programs  incurred  three-fourths  of  the  net  expenditures  of 
$146.2  million  in  fiscal  year  1966.  Hospital  and  medical  cape  expendi- 
tures for  Indians  had  the  most  dramatic  rise — from  $1.3  million  in 
1929  to  $52.9  million  in  1966.  Public  Health  Service  hospital  and  clinic 
operations,  which  accounted  for  65  percent  of  all  expenditures  in 
fiscal  year  1929,  comprised  only  39  percent  in  fiscal  year  1966. 
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Chart  14.— Per  capita  expenditures  in  constant  1967  dollars  for  total  social  welfare  and  health  and  medical  pro- 
grams, 1929-67 
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Sources  of  Data 

The  main  source  of  data  on  Federal  expenditures  for  hospital  and 
medical  care  under  civilian  programs  is  the  U.S.  Budget  supplemented 
by  the  Budget  Appendix.  Where  the  expenditures  are  not  available  in 
the  Budget,  the  data  are  obtained  from  the  agencies  or  records  of 
Congressional  appropriations  hearings. 

The  definitions  of  current  programs  are,  for  the  most  part,  from 
the  1968  Budget  Appendix.  A  few  of  the  definitions  and  special  facts 
are  from  the  Handbook  on  Programs  of  the  U.S.  Department  of  Health, 
Education,  and  Welfare,  1964-65  edition. 

Methodology 

Actual  Federal  expenditures  for  hospital  and  medical  care  under 
civilian  programs  were  obtained,  whenever  available,  from  the  sum- 
mary expenditure  tables  in  the  U.S.  Budget — since  1961,  from  the 
Budget  tables  entitled  "Analysis  of  new  obligational  authority  and 
expenditures  by  agency."  For  programs  where  the  actual  expenditures 
are  not  available  in  the  "Summary"  or  "Analysis,"  and  for  deducted 
items,  the  new  obligational  authority  figures  given  in  the  Budget  or 
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Budget  Appendix  are  used.1  These  obligational  figures  are  shown  in 
the  supporting  detail  for  Federal  funds  by  agency. 

Certain  deductions,  where  applicable,  have  been  made  from  the 
Federal  expenditure  data  (or  were  already  reflected  in  the  data  pub- 
lished) to  yield  a  net  figure  for  hospital  and  medical  care.  One  such 
deduction  is  revenue  from  non-Federal  sources  such  as  patients'  fees. 
Another  concerns  expenditures  for  research  (which  appear  in  a  sep- 
arate category  termed  "Medical  research")  and  for  training  grants 
(which  are  included  as  an  "Education"  item). 

The  deductions  and  adjustments  made  for  the  major  programs 
follow : 

The  base  figures  on  salaries  and  expenses  reported  for  St.  Elizabeths 
Hospital  and  Public  Health  Service  hospitals  (including  the  Indian 
health  hospitals)  embrace  research  activities.  To  obtain  a  net  figure, 
research  expenditures  for  these  hospitals  as  compiled  by  the  Resources 
Analysis  Branch,  Office  of  Program  Planning,  National  Institutes  of 
Health,  are  deducted  from  the  base  figures.  Also  subtracted  are  train- 
ing grants  included  under  "Education." 

Patient  revenues  for  care  in  Federal  facilities  and  payments  by  the 
District  of  Columbia  for  the  case  of  resident  patients  at  St.  Elizabeths 
and  Freedmen's  Hospitals  are  deducted  from  the  gross  expenditures 
for  the  operation  of  the  various  hospitals  and  clinics  to  obtain  a  net 
expenditures  figure. 

Expenditures  in  American  Samoa  and  the  Ryukyu  Islands  for 
hospital  and  medical  care  were  obtained  from  the  Office  of  the  Ter- 
ritories, Department  of  Interior;  prior  to  1962,  the  data  included 
expenditures  for  education  and  other  public  health  services.  It  was 
assumed,  based  on  information  from  that  Office,  that  one-half  of  the 
total  expenditures  in  American  Samoa,  and  approximate^  one-fourth 
of  those  in  the  Ryukyu  Islands  were  for  hospital  and  medical  care  of 
residents.  After  1962  specific  data  on  hospital  and  medical  care  are 
available. 

Not  all  of  the  civilian  programs  now  included  under  Federal  ex- 
penditures for  hospital  and  medical  care  date  back  to  the  earliest  year 
in  this  report.  In  addition,  many  that  do  go  back  to  1929  are  no  longer 
supervised  by  the  same  department  or  agency.  When  programs  were 
shifted  to  a  new  agency,  the  reporting  sj^stem  was  often  changed, 
complicating  the  methods  used  to  derive  the  actual  expenditure  data. 
It  was  also  found  that  the  itemization  of  funds  was  not  consistent. 
Figures  that  were  not  obtainable  in  early  years  are  now  identifiable; 
often  only  actual  expenditures  for  the  whole  program  are  shown  in 
the  early  Budget.  Some  small  programs  have  therefore  been  omitted 
from  the  back  data.2 

Limitations  of  the  Data 

There  are  two  basic  data  limitations  in  this  category.  The  first 
relates  to  the  use  of  new  obligational  authority  data  where  actual 
expenditures  are  not  reported.  Many  of  the  programs,  however,  are 
on-going  in  nature  and  obligations  tend  to  approximate  expenditures 
over  time. 

1  New  obligational  authority  refers  to  the  authority  granted  by  Congress  to  enable  government  agencies 
to  enter  into  obligations  representing  amounts  for  orders  placed,  contracts  awarded,  services  received, 
and  similar  transactions  during  a  given  period,  regardless  of  when  payment  of  money  is  required.  Expendi- 
tures represent  the  amounts  for  checks  issued  and  cash  payments  made  during  the  period. 

2  The  programs  for  which  back  data  were  not  available  include  hospital  and  medical  care  for  the  Foreign 
Service,  reimbursements  to  the  Public  Health  Service  from  the  Immigration  and  Naturalization  Service, 
and  General  Services  Administration  repair  and  improvement  programs  in  Public  Health  Service  hospitals, 
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The  second  limitation  involves  the  necessity  of  estimating  portions 
of  the  programs  for  the  earlier  years  where  the  actual  expenditures  are 
not  available.  All  such  estimates  were  based  on  percentages  of  the 
specific  program  item  to  the  total  expenditures  of  the  program  in  some 
year.  The  same  percentage  often  had  to  be  used  for  several  years 
before  there  was  another  basis  for  revising  the  figure. 

HOSPITAL  AND  MEDICAL  CARE:  DEFENSE  DEPARTMENT  (FEDERAL) 

Description  of  the  Programs  and  Nature  of  Expenditures 

Hospital  and  medical  care  for  military  personnel  have  been  a  Federal 
responsibility  since  the  18th  century.  Active-duty  military  personnel 
have  been  provided  with  complete  medical  care  incident  to  other 
necessities  of  life — food,  shelter,  and  clothing.  The  Army,  Navy,  and 
Air  Force  provide  preventive  treatment,  curative  and  rehabilitative 
services  in  military  hospitals,  outpatient  clinics,  dispensaries,  and 
field  and  shipboard  stations. 

In  1965  there  were  187  hospitals  owned  and  operated  by  the  armed 
services — 51  Army  hospitals,  37  Navy  hospitals  and  99  Air  Force 
hospitals — with  a  total  complement  of  36,066  beds.3 

Care  of  the  dependents  of  Army  personnel  dates  back  to  the  1884 
Congressional  Appropriations  Act.  Dependents  were  included  in 
medical  care  programs  largely  because  of  the  remote  locations  of 
military  installations.  Medical  and  hospital  care  for  dependents  of 
Navy  and  Marine  Corps  personnel  were  officially  sanctioned  by  a 
special  act  of  Congress,  Public  Law  51,  78th  Congress,  approved 
May  10,  1943. 

The  Dependents'  Medical  Care  Act  passed  by  the  84th  Congress 
in  1956,  effective  December  1956,  provides  broad  hospital  and  medical 
benefits  for  the  dependents  of  military  servicemen  and  commissioned 
officers  of  the  Public  Health  Service  in  military  (on  a  space-available 
basis),  Public  Health  Service,  and  civilian  hospitals.  Statutory  entitle- 
ment for  retired  members  of  the  Armed  Services  and  their  dependents 
was  also  included.  Payments  for  authorized  medical  services  are  made 
to  participating  physicians,  hospitals  and  other  authorized  civilian 
sources  of  care.  Contracts  exist  between  the  government  and  civilian 
medical  insurers  such  as  Blue  Cross,  who  handle  the  payment  of 
claims  and  are  reimbursed  for  expenditures  plus  administrative  costs. 

The  expenditures  shown  in  this  category  include  the  expenses  of 
operating  milita^  hospitals,  clinics  aud  other  medical  facilities,  the 
salaries  of  military  medical  personnel,  payments  for  medical  care  in 
nonmilitar}^  facilities  and  expenditures  for  the  dependents'  medical 
care  program. 

Excluded  from  this  section  but  shown  elsewhere  are  expenses  for 
the  training  of  military  medical  personnel,  research,  and  construction 
of  medical  facilities. 

As  can  be  seen  from  the  data  presented  in  tables  3-3,  the  extent  of 
these  expenditures  is  directly  related  to  wars  and  police  actions  and 
the  corresponding  increased  strength  of  the  Armed  Forces  and  the 


3  Hospitals  (journal  of  the  American  Hospital  Association)  Guide  Issue,  part  2  (vol.  40,  August  1,  1966) 
page  442. 


23 


number  of  casualties  during  these  periods.  Expenditures  were  $29.2 
million  in  fiscal  year  1929,  $45.4  million  in  1940,  and  $1.6  billion  in 
1945.  In  the  next  3  years,  they  dropped  to  $245.1  million,  rose  again 
during  the  Korean  hostilities,  gradually  declined  until  1965,  then  rose 
again,  approaching  the  World  War  II  peak  in  1966.  In  all  probability, 
the  current  hostilities  in  Viet  Nam  will  be  reflected  in  greatly  increased 
medical  expenditures. 

Sources  of  Data  and  Limitations 

Expenditures  by  the  Department  of  Defense  for  hospital  and  medi- 
cal care  consist  primarily  of  two  items:  (1)  the  cost  of  maintaining  and 
operating  military  medical  facilities;  and  (2)  the  pay  and  allowances 
of  military  personnel  engaged  in  medical  and  health  activities. 

(1)  Data  on  the  maintenance  and  operation  of  military  medical 
facilities  from  1959  to  date  are  taken  from  the  published  Department 
of  Defense  annual  appropriation  hearings  before  the  Subcommittee  of 
the  Committee  on  Appropriations,  House  of  Representatives.  Each  of 
the  three  armed  services  presents  a  detailed  breakdown  of  the  medical 
components  (not  available  in  the  U.S.  Budget  Appendix)  that  make  up 
the  direct  obligations.  Two  of  the  components — medical  training  and 
care  of  the  dead,  where  separable — are  excluded  from  the  totals. 

For  the  years  prior  to  1959,  a  variety  of  sources  is  used.  For  the 
Department  of  Navy,  the  source  of  data  from  1929  to  1958  is  the  United 
States  Treasury,  Combined  Statement  of  Receipts,  Expenditures,  and 
Balances  of  the  U.S.  Government  for  each  fiscal  year.  The  data  refer  to 
the  net  expenditures  of  the  Medical  Department  of  the  Navy  (exclud- 
ing care  of  the  dead)  and  salaries  of  personnel  in  the  Bureau  of  Medi- 
cine and  Surgery.  For  the  years  prior  to  1944,  they  include  the  net 
expenditures  of  the  naval  hospital  fund.  For  the  Department  of  the 
Army,  the  data  through  fiscal  year  1950  represent  net  expenditures 
from  the  above-mentioned  source,  and  from  1951  through  1958,  direct 
obligations  from  the  U.S.  Budget  for  "Medical  care,"  Department  of 
the  Army,  and  salaries  of  personnel  in  the  Office  of  the  Surgeon  Gen- 
eral. For  the  Air  Force,  the  data  from  1950  (when  a  separate  Depart- 
ment was  first  organized)  through  1958  represent  direct  obligations 
for  medical  support  taken  from  the  U.S.  Budget. 

(2)  Data  on  the  pay  and  allowances  of  military  medical  personnel 
are  obtained  directly  each  year  from  each  of  the  armed  services.  These 
are  added  to  the  data  on  operations  and  maintenance  of  medical  facili- 
ties to  give  the  totals  listed  under  the  specific  armed  service  categories 
shown  in  table  3-3.  These  totals  include  medical  care  of  dependents  of 
military  personnel.  A  comparable  figure  for  dependents  of  the  com- 
missioned officers'  corps  of  the  Public  Health  Service  is  also  added.  The 
historical  data  on  dependents'  medical  care  expenditures  are  taken 
from  U.S.  House  of  Representatives,  Hearings  before  Subcommittee 
of  the  Committee  on  Appropriations,  Department  of  Defense  Appropria- 
tions for  1966,  Part  2,  Operation  and  Maintenance,  89th  Congress,  First 
Session,  page  144,  and  subsequent  annual  hearings. 

The  totals  obtained  include  obligations  for  medical  research  that  are 
reported  elsewhere  in  a  special  category  under  the  social  welfare  ex- 
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Chart  15.— Growth  in  aggregate  dollar  amounts  of  ex- 
penditures for  total  social  welfare,  health  and  medical 
programs,  and  hospital  and  medical  care,  1929-67 
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penditure  series.  To  avoid  duplication,  medical  research  data  for  the 
Department  of  Defense  are  subtracted.  The  data  on  medical  research 
come  from  the  National  Institutes  of  Health,  Resources  for  Medical 
Research,  Keport  No.  4  (pages  36-37),  Report  No.  5  (page  21),  and 
unpublished  material  from  the  Resources  Analysis  Branch,  Office  of 
Program  Planning,  National  Institutes  of  Health. 

Amounts  expended  for  dependents'  medical  care  are  shown  sep- 
arately, as  well  as  included  in  the  totals. 

The  basic  limitation  of  the  data  is  the  use  of  obligations  data  for  the 
health  and  medical  care  services  directly  provided  by  the  Armed  Forces 
and  for  research,  and  the  use  of  expenditures  data  for  the  dependents' 
medical  care  program.  Over  time,  in  a  continuing  program,  expendi- 
tures and  obligations  tend  to  equalize. 

HOSPITAL  AND  MEDICAL  CARE:  CIVILIAN  PROGRAMS 

(STATE  AND  LOCAL) 

Description  of  the  Program  and  Nature  of  Expenditures 

State,  local,  and  count}^  governments  provide  hospital  and  medical 
care  for  their  residents  through  the  operation  and  maintenance  of 
owned  facilities  and  by  payment  to  or  for  the  support  of  nongovern- 
ment (voluntary  and  proprietary)  facilities.  State  and  local  govern- 
ments own  and  operate  long-  and  short-term  general,  psychiatric,  and 
tuberculosis  hospitals,  which  provide  inpatient  and  outpatient  care. 
In  1965,  of  all  the  accredited  facilities  in  the  United  States,  State  and 
local  hospitals  accounted  for  89  percent  of  the  tuberculosis  hospital 
beds,  88  percent  of  the  psychiatric  hospital  beds,  and  26  percent  of  the 
general  hospital  beds.4  1 

Psychiatric  and  tuberculosis  care  traditionally  has  been  considered 
a  government  responsibility.  Since  the  beginning  of  this  century, 
State  and  local  governments  have  placed  growing  emphasis  on  pro- 
viding general  hospital  and  medical  care  for  indigent  and  medically 
indigent  residents,  as  well  as  for  psychiatric  and  tuberculosis  care. 

The  category  of  State  and  local  hospital  and  medical  care  includes  all 
expenditures  from  State  and  local  funds  for  the  operation  of  hospital 
and  medical  facilities,  including  the  support  of  nongovernment 
facilities.5 

These  expenditures  exclude  those  for  capital  outlay  shown  else- 
where under  "Medical-facilities  construction."  Also  excluded  are  State 
and  local  expenditures  for  hospital  care  for  specific  programs  reported 
elsewhere  in  the  social  welfare  expenditure  series — maternal  and  child 
health,  public  assistance  vendor  hospital  care,  and  vocational  rehabili- 
tation. 

Expenditures  from  State  and  local  funds  for  hospital  and  medical 
care,  as  defined  above,  have  increased  from  $109  million  in  fiscal  year 
1929  to  $2.6  billion  in  1966. 


4  Loc.  cit. 

5  For  1955  and  prior  years,  payments  to  private  hospitals  are  understated,  since  source  of  data  (Census 
publications)  classified  payments  as  "Health  expenditures." 
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Sources  of  the  Data  and  Methods  of  Estimation 

The  base  figures  used  in  calculating  State  and  local  expenditures 
for  hospital  and  medical  care  are  from  the  Bureau  of  the  Census  pub- 
lications: (1)  Historical  Statistics  on  Governmental  Finances  and  Em- 
ployment, Census  of  Governments:  1962,  and  (2)  annual  editions  of 
Governmental  Finances  (formerly  titled  Summary  of  Governmental 
Finances).  Data  for  fiscal  year  1930  and  for  the  odd-numbered  years 
prior  to  1952  are  interpolated  from  the  data  for  adjacent  years.  Data 
refer  to  the  48  States  and  the  District  of  Columbia  prior  to  1959, 
include  Alaska  in  1959  and  Hawaii  in  1960,  and  since  I960  refer  to  the 
50  States  and  the  District  of  Columbia. 

The  Census  figures  include  expenditures  for  capital  outlay  and 
money  received  as  fees  and  charges  in  State  and  local  hospitals.  Since 
the  figures  desired  in  the  series  for  the  category  of  hospital  and  medical 
care  are  the  net  expenditures  from  State  and  local  funds  for  services, 
both  capital  outlay  and  revenues  from  fees  and  charges  must  be 
deducted. 

The  methodology  for  making  the  necessary  deductions  from  the 
base  figures  is  as  follows:  Data  on  capital  outlay  were  obtained  from 
the  Census  publications  cited  above.  The  data  represented  a  combined 
total  for  health  and  hospitals.  On  the  basis  of  more  detailed  informa- 
tion found  in  the  Census  publication,  Compendium  of  State  Government 
Finances,  it  was  estimated  that  approximately  97  percent  of  the 
combined  amount  was  for  hospitals. 

For  the  period  prior  to  1952,  capital  outla}^  data  are  not  available. 
Instead,  a  series  on  State  and  local  hospital-construction  expenditures 
as  shown  in  table  3-12  of  this  monograph  was  used.  Thus,  expendi- 
tures for  capital  outlay  for  hospitals  for  1952  to  the  present,  and 
expenditures  for  hospital  construction  prior  to  1952,  were  deducted 
from  the  base  figures  for  hospital  and  medical  care. 

With  respect  to  the  deduction  of  revenues,  the  annual  Census  pub- 
lications report  State  and  local  revenues  from  charges  and  fees  in 
public  hospitals  as  a  separate  item,  from  1952  to  the  present.  These 
charges  were  deducted  from  the  base  data.  Prior  to  1952,  the  annual 
Census  publications  do  not  report  these  revenues  as  a  separate  item. 
Only  an  undifferentiated  amount  was  reported  for  all  revenues  from 
charges  for  all  purposes.  For  the  years  1952-62,  revenues  from  charges 
in  State  and  local  hospitals  represent  10  percent  of  all  State  and  local 
revenues  from  charges.  Ten  percent  of  all  revenues  from  charges 
therefore  have  been  deducted  for  all  years  prior  to  1952. 

The  Census  figures  also  include  certain  expenditures  that  are 
reported  in  other  categories  of  the  social  welfare  expenditure  series — 
for  example,  hospital  care  expenditures  under  maternal  and  child 
health  and  crippled  children's  programs,  and  vocational  rehabilita- 
tion. It  is  estimated  that  approximately  10  percent  of  the  payments 
for  hospital  care  under  these  programs  are  for  care  of  patients  in 
State  and  local  facilities.  Ten  percent  of  the  vendor  payments  for 
hospital  care  under  these  programs  therefore  were  deducted  from  the 
base  figures.  The  total  amount  of  these  deductions  was  very  small. 
The  data  on  vendor  hospital  payments  for  the  maternal  and  child 
health  and  crippled  children's  programs  were  obtained  from  the 
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Children's  Bureau  and  the  data  on  vocational  rehabilitation  from  the 
Office  of  Vocational  Rehabilitation. 

Since  1951  the  Census  figures  have  also  included  public  assistance 
vendor  payments  for  hospital  care  to  the  extent  that  such  pa3rments 
were  made  to  hospitals  administered  by  the  same  government  unit. 
In  addition,  from  1956  through  1959,  the  Census  data  included  all 
vendor  pa^mients  to  public  and  private  hospitals  under  the  public 
assistance  programs.  For  these  years,  therefore,  all  public  assistance 
vendor  payments  for  hospital  care,  as  reported  by  the  Bureau  of 
Family  Services,  Welfare  Administration,  were  deducted  from  the 
Census  series  to  obtain  a  net  figure.  For  the  other  years,  estimates 
were  required  in  order  to  obtain  distribution  of  public  assistance  vendor 
payments  between  State  and  local  government  hospitals  and  non- 
government hospitals,  since  no  exact  data  were  available  for  the  coun- 
try as  a  whole.  There  is  some  indication  that  about  one-half  of  these 
vendor  payments  were  made  to  State  and  local  hospitals.  Fifty  percent 
of  the  vendor  payments  for  hospital  care,  as  reported  by  the  Bureau 
of  Family  Services,  therefore  have  been  deducted  from  the  base  data 
for  the  years  1951-55  and  1960  to  date. 

Limitations  of  the  Data 

The  primary  limitation  in  the  current  methodology  is  the  means  of 
arriving  at  the  rough  estimates  of  the  proportion  of  public  assistance, 
maternal  and  child  health,  and  vocational  rehabilitation  vendor  pay- 
ments for  hospital  care  that  are  made  to  State  and  local  public 
hospitals. 

The  sources  of  data  for  construction  and  capital  outla}"  are  not  quite 
comparable,  since  capital  outlay  includes  land  acquisition  and  equip- 
ment. For  the  years  prior  to  1952,  when  construction  rather  than 
capital  outlay  estimates  were  used,  the  deductions  were  probably 
understated. 

Another  limitation  concerns  only  the  years  prior  to  1956.  Until  that 
year  State  and  local  expenditures  for  the  support  of  private  hospitals 
were  classified  by  the  Census  Bureau  under  health  expenditures  and 
were  not  available  as  a  separate  item.  For  1956  and  all  later  years, 
these  expenditures  have  been  included  with  hospital  expenditures. 
There  is  no  way  of  adjusting  back  data  to  compensate  for  this  change. 

Revenue  from  charges  of  State  and  local  hospitals  prior  to  1952  were 
estimated  as  a  fixed  percentage  of  all  State  and  local  revenue  from 
charges,  since  such  data  were  not  available.  This  affects  only  back 
data,  since  figures  on  State  and  local  revenue  from  hospital  charges 
have  been  available  from  1952  to  the  present. 

PROGRAMS  FOR  MATERNAL  AND  CHILD  HEALTH  (FEDERAL, 

STATE,  AND  LOCAL) 

Description  of  the  Programs 

Programs  for  maternal  and  child  health  at  the  Federal  level  were 
established  under  Title  V  of  the  Social  Security  Act.  They  are  designed 
to  encourage,  extend,  and  improve  health  services  for  mothers  and 
children,  especially  in  rural  areas  and  in  areas  suffering  from  severe 
economic  distress. 
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Under  the  maternal  and  child  health  program,  Federal  grants  are 
used  by  State  health  agencies  to  provide  maternity  clinics  for  prenatal 
and  postnatal  care,  well-child  and  pediatric  clinics,  inpatient  hospital 
services,  health  services  for  school  children,  dental  care,  and 
immunization. 

Under  the  crippled  children's  program,  Federal  grants  are  used  by 
State  health  and  crippled  children's  agencies  to  locate  crippled  chil- 
dren; to  provide  medical,  surgical,  corrective  and  other  services  and 
care  for  children  with  various  kinds  of  crippling  conditions;  and  to 
provide  facilities  for  diagnosis,  hospitalization,  and  after-care  for 
these  children. 

Special  project  grants  are  authorized  for  projects  that  may  contrib- 
ute to  the  advancement  of  maternal  and  child  health  and  crippled 
children's  services,  and  for  projects  to  provide  clinical  services  for 
mentally  retarded  children. 

Also  available  are  special  maternity  and  infant  care  projects.  These 
offer  comprehensive  health  services  and  medical  care  to  high  risk 
prospective  mothers,  and,  after  childbirth,  to  mothers  and  their  infants. 
Services  are  concentrated  in  areas  with  low-income  families  in  order 
to  help  reduce  the  incidence  of  mental  retardation  associated  with 
complications  of  pregnancy.  Also  authorized  are  special  project  grants 
to  provide  comprehensive  health  care  and  services  for  children  of 
school  age  or  for  preschool  children,  particularly  in  areas  with  concen- 
trations of  low-income  families. 

Grants  are  also  provided  for  research  projects  conducted  by  public 
and  other  nonprofit  institutions  and  for  the  training  of  professional 
personnel  in  the  care  of  crippled  children. 

Federal  matching  funds  to  States  and  localities  in  the  form  of 
formula  and  project  grants  for  the  promotion  of  health  services  of 
mothers  and  children  were  first  authorized  under  the  Social  Security 
Act,  passed  in  1935.  Prior  to  the  passage  of  this  Act,  Federal  funds 
were  available  under  the  Maternity  and  Infancy  Act  of  1921  (Shep- 
pard-Towner  Act),  but  the  program  was  allowed  to  expire  at  the  end 
of  fiscal  year  1929. 

All  50  States,  the  District  of  Columbia,  Puerto  Rico,  the  Virgin 
Islands,  and  Guam  participate  in  the  two  grant  programs  for  maternal 
and  child  health  and  crippled  children's  services.  By  1975  these  serv- 
ices must  be  available  to  children  in  all  parts  of  the  50  States. 

One-half  of  the  Federal  grant  funds  for  maternal  and  child  health 
and  crippled  children's  services  among  the  States  are  apportioned 
according  to  formulas  that  take  into  account  the  relationship  of  live 
births  or  children  under  age  21  in  each  State  to  the  total  in  the  United 
States.  The  States  must  match  these  funds  dollar  for  dollar.  The 
remaining  one-half  is  distributed  without  matching  requirements 
according  to  State  financial  need,  after  specified  amounts  and  per- 
centages for  special  projects  have  been  deducted. 

The  Children's  Bureau  of  the  Welfare  Administration,  Department 
of  Health,  Education,  and  Welfare,  is  responsible  for  administering 
the  Federal  grant  programs,  In  addition  to  developing  policies,  setting 
standards,  and  reviewing  and  approving  State  plans,  the  Bureau 
offers  technical  assistance  to  State  and  local  agencies  and  organiza- 
tions, both  public  and  voluntary,  in  setting  up,  carrying  out,  and 
improving  individual  programs. 
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Nature  of  Expenditures 

The  data  for  this  category  include  Federal,  State  and  local  ex- 
penditures for  maternal  and  child  health  and  crippled  children's 
services  under  Title  V  of  the  Social  Security  Act.  Data  since  1954 
include  expenditures  of  State  and  local  governments  that  were  in 
excess  of  those  required  by  law  to  match  Federal  grants. 

The  table  also  includes  $1.2  million  expended  by  the  Federal 
Government  in  fiscal  year  1929  at  the  tail  end  of  the  Sheppard- 
Towner  Act.  There  were  also  State  and  local  government  expenditures 
for  these  services  during  the  years  1929-35,  but  precise  data  are  not 
available.  The  Children's  Bureau  reported  that  State  health  depart- 
ments expended  $1.2  million  in  1928  and  $1.4  million  in  1934  for 
maternal  and  child  health  services.6  During  this  period,  it  was  also 
estimated  that  approximately  $5.5  million  was  disbursed  annually 
from  State  and  county  funds  for  the  care  of  crippled  children.7  For 
the  purpose  of  having  benchmark  data  for  1929  and  1935,  the  table 
includes  estimates  of  $5.0  million  and  $6.9  million  spent  for  maternal 
and  child  health  and  crippled  children's  services  for  the  2  years,  re- 
spectively, b}^  State  and  local  governments.  No  .State  and  local 
estimates  are  given  for  the  intervening  years. 

The  totals  in  table  3-5  include  expenditures,  shown  separately,  for 
research  programs,  and  special  projects  for  maternity  and  infant  care, 
and  school  children's  health.  Special  grants  for  training  personnel 
through  educational  institutions  are  not  shown  here  but  are  included 
under  the  category,  ''Education." 

Administrative  expenditures  of  the  Children's  Bureau  are  included 
in  the  series  and  shown  separately.  The  administrative  expenditures 
of  the  State  agencies  are  not  available  separately  and,  to  the  extent 
included,  are  shown  with  program  expenditures. 
.  The  series  includes  expenditures  made  during  1943—49  under  the 
emergency  maternity  and  infant  care  program  of  World  War  II  for 
dependents  of  members  of  the  Armed  Forces. 

Sources  of  Data 

All  data  from  1936  on,  except  those  shown  separately  for  medical 
research,  were  obtained  from  the  Children's  Bureau.  Data  on  ex- 
penditures for  1936  are  half-year  figures  and  thus  are  smaller  than  those 
estimated  in  1935.  The  data  on  medical  research  were  obtained  directly 
from  the  Resources  Analysis  Branch,  Office  of  Program  Planning, 
National  Institutes  of  Health. 

State  and  local  program  expenditures  are  reported  to  the  Children's 
Bureau  by  State  and  local  governments.  For  years  prior  to  1936  no 
precise  data  were  available.  Based  on  fragmentary  reports,  estimates 
were  prepared  for  1929  and  1935,  but  none  were  made  for  the  inter- 
vening years. 

Up  to  fiscal  year  1954,  the  amounts  by  which  State  and  local  ex- 
penditures exceeded  the  total  required  by  law  to  match  Federal  funds 
were  also  not  available  and  are  not  included  here.  These  excess  ex- 
penditures are  probably  included  in  the  estimates  under  State  and 

6  Committee  on  Economic  Security,  Social  Security  in  America,  1937,  table  57. 

7  Ibid.,  page  284. 
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local  expenditures  for  other  public  health  activities  shown  in  table 
3-9  of  this  monograph. 

Federal  expenditures  in  fiscal  }^ear  1929  under  the  Sheppard-Towner 
Act  are  taken  from  the  U.S.  Budget. 

Program  Developments 

Although  the  basic  purpose  of  the  program  has  remained  unchanged 
since  1935,  the  annual  amounts  authorized  for  grants  were  increased 
in  1939,  1946,  1950,  1958,  1960,  1963,  and  1965.  Virtually  all  States 
have  been  included  in  the  program  since  1936.  In  1943  the  emergency 
maternity  and  infant  care  program  was  established.  Under  this  pro- 
gram, the  Children's  Bureau  made  grants  to  State  health  departments 
provide  maternity  care  for  wives  of  Armed  Forces  enlisted  men 
in  the  four  lowest  pay  grades  and  those  of  aviation  cadets,  and  to 
provide  medical,  nursing,  and  hospital  care  for  their  infants  during 
the  first  year  life.  This  was  a  medical  care  program  of  major  propor- 
tions. About  1.5  million  mothers  and  children  received  care  at  an 
expenditure  of  more  than  $125  million  in  Federal  funds  from  the 
program's  inception  through  its  liquidation  in  1949. 

The  1960  amendments  to  the  Social  Security  Act  authorized  special 
grants  to  public  and  other  nonprofit  institutions  of  higher  learning  as 
well  as  to  State  health  agencies  (as  was  theretofore  done)  for  projects 
of  regional  or  national  significance  that  contribute  to  the  advancement 
of  services  for  crippled  children  and  of  maternal  and  child  health. 

The  1963  amendments  to  the  Social  Security  Act  authorized  a  new 
5-year  program  of  special  maternity  and  infant-care  grants  to  public 
health  agencies  for  projects  providing  comprehensive  health  care  to 
high-risk  pregnant  women  and  infants  in  low-income  population 
groups.  Grants,  contracts,  or  jointly  financed  cooperative  arrangements 
were  also  authorized  for  research  projects  contributing  to  the  advance- 
ment of  maternal  and  child  health  and  crippled  childern's  service 
programs. 

The  Social  Security  amendments  of  1965  instituted  a  new  5-year 
program  of  special  project  grants  for  low-income  school  and  preschool 
children,  providing  comprehensive  health  care  and  services,  particu- 
larly in  low-income  areas.  Also  included  were  payments  of  the  reason- 
able cost  of  inpatient  hospital  services  under  the  State  plans. 

MEDICAL  RESEARCH  (FEDERAL,  STATE  AND  LOCAL) 

Description  of  the  Programs  and  Nature  of  Expenditures 

Medical  research  is  the  most  rapidly  growing  health  expenditure 
of  the  Federal  Government.  Although  small  amounts  of  medical  re- 
search are  fiuanced  by  State  and  local  governments,  and  somewhat 
larger  amounts  are  supported  by  private  sources,  the  Federal  Govern- 
ment is  currently  the  primary  source  of  medical  research  support. 
Total  government  expenditures  for  medical  and  health-related  research 
activities  grew  from  $260,000  in  fiscal  year  1931  to  $1.3  billion  in 
1966.  In  the  latter  year  the  Federal  share  totaled  more  than  $1.2 
billion. 

Medical  and  health-related  research  is  defined  as  all  systematic 
study  directed  toward  the  development  and  use  of  scientific  knowledge 
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through  fundamental  research  in  the  laboratory,  clinical  investigations, 
clinical  trials,  epidemiological  studies,  and  engineering  studies  in  the 
following  areas: 

1.  The  causes,  diagnosis,  treatment,  control,  prevention  of, 
and  rehabilitation  relating  to  the  pl^sical  and  mental  diseases 
and  other  killing  and  crippling  impairments  of  mankind; 

2.  The  origin,  nature,  and  solution  of  health  problems  not 
identifiable  in  terms  of  disease  entities; 

3.  Broad  fields  of  science  where  the  research  is  undertaken  to 
obtain  an  understanding  of  processes  affecting  disease  and  human 
well-being; 

4.  Research  in  nutritional  problems  impairing,  contributing  to, 
or  otherwise  affecting  optimum  health; 

5.  Development  of  improved  methods,  techniques,  and  equip- 
ment for  research,  diagnosis,  therapy,  and  rehabilitation. 

Federal  expenditures  for  medical  and  health-related  research  include 
funds  separately  budgeted  for  medical  research  and  specifically 
identified,  programmed,  justified  as  such,  and  supported  for  the 
purpose  of  improving  health.  Also  included  are  obligations  for 
research  that  are  directly  related  to  health  in  substance  or  probably 
application  but  come  from  funds  budgeted,  justified,  and  supported  for 
purposes  other  than  health  objectives.  These  include  the  general  sup- 
port of  science,  promotion  of  agriculture,  and  achievement  of  space 
objectives. 

Included  here  are  medical  research  expenditures  supported  by 
government  funds  whether  the  work  is  performed  by  a  government 
agenc}^  private  individuals,  or  organizations  under  contract  with  the 
government. 

At  the  Federal  level,  the  Department  of  Health,  Education,  and 
Welfare — specifically  the  National  Institutes  of  Health  of  the  Public 
Health  Service — is  the  largest  supporter  of  medical  research,  with 
the  Department  of  Defense  ranking  second  and  the  Atomic  Energy 
Commission  third.  The  following  Federal  agencies  share  in  the  fi- 
nancing and  performance  of  such  research: 

Atomic  Energy  Commission. 

Fedeial  Aviation  Agency. 

National  Aeronautics  and  Space  Administration. 

National  Science  Foundation. 

Tennessee  Valley  Authority. 

Veterans  Administration. 

Department  of  Agriculture. 

Department  of  Commerce. 

Department  of  Defense. 

Department  of  Health,  Education,  and  Welfare. 

Department  of  Interior. 

Department  of  State. 
Certain  medical  research  expenditures  are  reported  in  the  series  as 
part  of  the  total  program  expenditures  of  separately  identifiable 
programs  and  are  excluded  from  the  category  of  medical  research. 
These  include  the  medical  and  prosthetic  research  of  the  Veterans 
Administration  and  the  Vocational  Rehabilitation  Administration, 
and  medical  research  expenditures  under  programs  for  maternal  and 
child  health. 
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Medical  and  health-related  research  training  activities  are  con- 
sidered in  this  series  to  be  educational  expenditures  and  are  reported 
in  the  "Education"  categor}^.  Construction  of  medical  and  health 
research  facilities  are  also  excluded  from  the  research  category  and 
are  reported  as  expenditures  for  medical-facilities  construction. 

Sources  of  Data  and  Methodology 

The  data  on  Federal,  State,  and  local  expenditures  for  medical 
and  health-related  research  for  1947  to  the  present  are  from  the  series, 
Resources  for  Medical  Research,  prepared  by  the  Resources  Analysis 
Branch,  Office  of  Program  Planning,  National  Institutes  of  Health, 
and  from  supplementary  unpublished  data  from  the  same  source. 
The  data  relate  to  actual  obligations.  The  definition  of  medical  and 
health-related  research,  as  used  in  the  social  welfare  expenditure 
series  for  the  years  1947  to  the  present,  is  that  employed  by  the 
National  Institutes  of  Health  and  published  in  Resources  for  Medical 
Research,  Report  No.  5,  October  1964,  page  15. 

As  indicated  above,  the  data  as  prepared  and  published  by  the 
National  Institutes  of  Health  are  adjusted  to  reflect  the  fact  that 
research  expenditures  for  maternal  and  child  health  programs,  voca- 
tional rehabilitation,  and  the  veterans'  programs  are  reported  with 
the  total  expenditures  for  these  specific  programs. 

The  data  for  the  years  prior  to  1947  are  from  the  U.S.  Budget  and 
are  limited  to  certain  Public  Health  Service  programs  that  were 
almost  exclusively  devoted  to  medical  and  health-related  research. 
These  include  the  expenditures  for  the  National  Institutes  of  Health 
(and  predecessor  organizations),  studies  in  rural  sanitation  (1931-36), 
and  diseases  and  sanitation  investigations  (1933-34).  For  those 
programs  in  which  medical  research  functions  were  combined  with 
operating  and  control  activities,  no  attempt  was  made  (for  the  years 
prior  to  1947)  to  segregate  medical  research  expenditures.  These 
programs,  in  their  entirety,  are  listed  elsewhere  in  the  series. 

Limitations  of  the  Data 

The  data  from  1947  to  the  present,  prepared  and  published  b;y  the 
National  Institutes  of  Health,  refer  to  actual  obligations  of  Federal 
agencies  rather  than  to  expenditures.  In  the  field  of  medical  research, 
there  is  probably  some  time  lag  from  the  grant,  the  negotiation  of  the 
contract,  or  the  placement  of  the  order  to  the  time  the  checks  are 
actually  issued.  However,  much  of  the  medical  research  program  is  of  a 
continuous  nature  so  that  over  time  obligations  tend  to  approximate 
expenditures. 

Since  the  data  prior  to  1947  refer  only  to  Public  Health  Service 
programs  that  were  essentially  medical  research  programs,  they  are 
understated  to  the  extent  that  some  medical  research  activities  are 
conducted  by  other  Public  Health  Service  programs.  There  is  also  some 
understatement  due  to  the  fact  that  prior  to  1947  medical  and  health- 
related  research  expenditures  for  other  agencies  are  not  included  here, 
such  as  the  atomic  energy,  military,  and  Department  of  Agriculture 
research  programs.  Thus,  the  data  for  earlier  years  in  this  series  are 
not  comparable  with  the  data  for  1947  and  later  fiscal  years. 
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SCHOOL  HEALTH  (STATE  AND  LOCAL) 

Description  of  the  Programs 

The  school  health  programs  of  educational  agencies  reported  in  this 
category  are  programs  financed  and  administered  by  State  and  local 
departments  of  education.  These  programs  include  medical  and  dental 
screening,  first  aid,  the  salaries  of  school  nurses  and /or  doctors  em- 
ployed by  local  school  districts,  and  the  expenses  of  health  supplies. 
The  school  health  services  provided  by  public  health  agencies  are 
included  in  the  data  on  "Other  public  health  activities/' 

Sources  of  Data  and  Methodology 

The  data  are  from  the  Biennial  Survey  of  Education  in  the  United 
States,  conducted  by  the  Office  of  Education  of  the  Department  of 
Health,  Education,  and  Welfare.  Figures  for  odd-numbered  years 
were  derived  by  taking  the  average  of  the  published  data  for  the 
preceding  and  subsequent  years.  Data  refer  to  the  conterminous 
United  States  prior  to  1959.  For  1959  and  subsequent  years,  data  also 
refer  to  Alaska  and  Hawaii. 

OTHER  PUBLIC  HEALTH  ACTIVITIES  (FEDERAL) 

Description  of  the  Programs  and  Nature  of  Expenditures 

Federal  expenditures  for  other  public  health  activities  include  a 
wide  variety  of  community,  environmental,  and  protective  health 
services  for  the  civilian  population  and  for  certain  specified  benefi- 
ciaries, provided  either  directly  or  through  grants-in-aid  to  States 
and  localities.  Excluded  from  the  category  are  expenditures  for  re- 
search, and  the  construction  of  public  health  facilities  that  are  in- 
cluded in  separate  categories.  Also  excluded  are  expenditures  for 
training  and  fellowships  that  are  included  with  educational  expenses 
in  this  series. 

The  programs  included  embrace  almost  every  program  administered 
by  the  Public  Health  Service,  United  States  Department  of  Health, 
Education,  and  Welfare,  that  is  directed  at  providing  community, 
environmental,  and  protective  health  services.  A  few  such  programs 
administered  by  the  National  Institutes  of  Health  have  not  been 
included  because  of  the  difficulty  of  segregating  the  data  on  a  consistent 
basis  over  the  years. 

For  public  health  programs  administered  by  agencies  other  than 
the  Public  Health  Service,  the  series  has  been  limited  to  major  pro- 
grams that  clearly  provide  community  and  protective  health  services. 
Certain  medical  programs  that  are  subsidiary  to  programs  with 
nonmedical  objective  have  been  excluded.  These  include  the  medical 
program  of  the  Federal  Aviation  Agency,  the  health  and  safety 
program  of  the  Bureau  of  Mines,  the  safety  and  accident-prevention 
programs  of  the  Department  of  Labor  and  other  agencies. 

To  indicate  the  scope  of  services  and  the  programs  included,  the 
following  subsection  lists,  by  agency,  the  programs  financed  by  the 
Federal  Government,  and  gives  a  brief  description  of  each  program: 
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PUBLIC  HEALTH  SERVICE,  DEPARTMENT  OF  HEALTH,  EDUCATION,  AND 

WELFARE 

1 .  Disease  Prevention 

Communicable  diseases. — Grants  to  the  States  and  to  communities 
to  carry  out  immunization  programs  against  poliomyelitis,  diphtheria, 
whooping  cough,  tetanus,  and  measles. 

Control  of  venereal  diseases. — Assistance  to  States  and  other  public 
agencies  for  programs  to  control  venereal  diseases. 

Foreign  quarantine  activities. — Examinations  of  aliens  and  visa 
applicants  in  order  to  exclude  those  who  do  not  physically  or  mentally 
qualify  for  admittance  into  the  United  States.  Other  inspections  are 
made  to  prevent  the  introduction  into  the  United  States  of  quarantin- 
able  and  other  communicable  diseases. 

Control  of  tuberculosis. — Grants  to  the  States  to  assist  in  maintaining 
basic  tuberculosis  prevention  and  casefinding  services  and  in  planning 
and  administering  projects  in  tuberculosis  control. 

2.  Office  of  the  Surgeon  General,  Salaries  and  Expenses 

This  office  is  responsible  for  the  formulation  of  Public  Health  Service 
policy.  It  deals  with  the  problems  surrounding  the  delivery  of  health 
services  in  the  Nation,  measures  the  available  facilities,  health  per- 
sonnel, and  organization  of  service,  and  disseminates  health  informa- 
tion in  foreign  countries  through  exhibits  and  other  appropriate 
means. 

Indian  health  field  services. — Programs  in  sanitation,  health  educa- 
tion, maternal  and  child  health,  school  health,  tuberculosis  and 
communicable  disease  control,  etc.,  provided  through  health  centers, 
clinics  and  field  stations,  and  contracts  with  State  and  local  health 
departments,  for  Indians  and  Alaskan  natives. 

Indian  health  administration.- — Administration  of  the  total  Indian 
health  program,  which  also  includes  the  operation  of  49  hospitals 
and  outpatient  clinics  and  two  tuberculosis  sanitariums  (see  "Hospital 
and  medical  care:  Civilian  programs  (Federal)''). 

3.  Community  Health 

Grants  to  States. — Grants  to  States  for  general  health  purposes  and 
for  improvements  in  financing  preventive,  curative,  and  restorative 
health  services  and  to  provide  comprehensive  community  health 
services  for  the  total  population.  Included  also  are  grants  for  the 
establishment  of  family  health  service  clinics  and  for  the  improvement 
of  services  for  migrants  and  the  mentally  retarded. 

Dental  services. — Development  of  methods  for  extending  the  avail- 
ability of  dental  care  to  the  public,  studies  on  the  status  of  the  Nation's 
dental  manpower  supply,  and  studies  for  preventing  and  controlling 
dental  diseases,  including  grants  to  States  for  support  of  dental  public 
health  activities. 

Nursing  services. — Services  for  the  improvement  of  nursing  prac- 
tices of  all  kinds  and  for  the  study  of  problems  related  to  the  nurse 
supply. 

Chronic  diseases. — Grants  to  the  States  and  nonprofit  institutions 
to  develop,  expand,  and  improve  programs  for  preventing  the  occur- 
rence and  increase  of  chronic  diseases,  and  to  make  the  lives  of  those 
who  have  chronic  diseases  as  free  of  disability  and  impairment  as 
possible. 


35 


Regional  medical  programs. — Grants  to  public  and  nonprofit  private 
organizations  and  universities  to  conduct  feasibility  studies  and  to 
operate  pilot  projects  for  improving  and  disseminating  techniques  for 
the  diagnosis  and  treatment  of  heart  disease,  cancer,  and  related 
diseases,  with  emphasis  on  regional  planning  and  coordination  of 
medical  resources. 

4.  Environmental  Control 

Injury  control. — Surveillance  to  determine  extent  and  cause  of 
accidental  injuries,  and  development  of  sound  techniques  for  the 
prevention  and  control  of  accidents  and  injuries. 

Water  pollution. — Development  of  comprehensive  river  basin  plan- 
ning, development  and  enforcement  of  water  quality  standards,  and 
pollution  surveillance.  Grants  to  States  and  interstate  agencies  to 
assist  in  prevention  and  control  of  water  pollution.  Until  fiscal  year 
1966,  water  pollution  control  activities  were  part  of  the  environmental 
health  services  of  the  Public  Health  Service.  The  program  is  now 
administered  by  Federal  Water  Pollution  Control  Administration, 
Department  of  the  Interior. 

Air  pollution. — Investigations  of  the  causes  of  air  pollution  and 
determination  of  the  effects  of  air  pollution  on  life  and  property. 
Development  of  effective  means  of  prevention  and  control.  Grants 
to  States  and  localities  to  assist  in  solving  air  pollution  problems. 

Community  sanitation. — Safeguards  the  sanitary  quality  of  water 
supplies,  milk,  shellfish,  and  other  foods  prepared  commercially  ;  pre- 
vents and  controls  environmental  hazards  associated  with  urban 
living,  transportation  and  industry,  with  particular  attention  given  to 
solid  waste  disposal,  environmental  sanitation,  and  the  special 
environmental  problems  of  the  Arctic  region. 

Occupational  health. — Grants  to  States,  local  agencies,  and  industry 
for  prevention  and  control  of  occupational  hazards  and  diseases. 

Radiological  health. — Supports  a  program  for  the  prevention  and 
control  of  radiological  hazards  to  public  health,  which  includes 
assessing  the  level  and  effects  of  radiation  exposure,  and  giving 
technical  information  and  assistance  to  States  to  help  them  develop 
radiation  protection  programs. 

0.  National  Health  Statistics 

Carries  out  the  major  activities  of  the  Public  Health  Service  in  the 
measurement  of  the  health  statistics  of  the  Nation.  Collects,  compiles, 
analyzes,  and  disseminates  statistics  on  vital  statistics  and  related 
health  data. 

6.  National  Library  of  Medicine 

Established  in  1956  to  replace  the  Armed  Forces  Medical  Library. 
Collects  and  organizes  the  worldwide  literature  of  medicine,  and 
provides  research  and  reference  assistance. 

7.  Emergency  Health  Activities 

Stockpiling  of  medical  supplies  and  equipment,  and  the  positioning 
of  emergency  hospitals;  continuation  of  replacement  of  obsolete  and 
deteriorated  medical  items  in  depots  and  prepositioned  hospitals. 
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8.  Miscellaneous 

Refers  primarily  to  a  variety  of  short-lived  programs  that  had 
separate  identities  during  their  existence.  These  include  the  emergency 
health  relief  programs,  national  defense  health  programs,  public 
health  services  for  the  Philippine  Islands,  control  of  tropical  diseases, 
grants  to  Alaska  prior  to  Statehood,  and  grants  to  States  for  polio- 
myelitis vaccination.  It  also  includes  a  few  programs  such  as  control 
of  biologic  products  before  they  were  merged  with  other  items.  Finally, 
it  includes  an  item  identified  in  the  U.S.  Budget  prior  to  1954  as  "Pay, 
etc.,  commissioned  officers"  of  the  Public  Health  Service.  Since  1953 
the  Budget  has  allocated  expenditures  under  this  item  to  the  operating 
programs  and  the  Office  of  the  Surgeon  General. 

OTHER  AGENCIES 

1 .  Food  and  Drug  Administration,  Department  oj  Health,  Education,  and 

Welfare 

Sets  standards  and  regulations  for  the  protection  of  consumers 
against  adulterated  and  misbranded  foods,  drugs,  cosmetics,  therapeu- 
tic devices  and  household  products  containing  hazardous  substances; 
provides  consultation  and  education  regarding  the  laws  as  well  as 
requiring  compliance  with  legal  action,  when  necessary. 

2.  Panama  Canal  Zone,  Department  oj  Defense 

Community-wide  public  health  services;  sanitation  and  quarantine 
work  in  the  Zone  and  for  ships  calling  at  its  ports;  inspection  of  food 
processing  establishments  and  of  facilities  for  animal  care  and 
quarantine. 

3.  Cuban  Refugee  Program,  Welfare  Administration 

Medical  screening,  outpatient  clinic  services,  and  health  services  to 
new  arrivals  and  to  needy  Cuban  refugees. 

Federal  expenditures  for  "Other  public  health  activities"  rose  from 
$6.9  million  in  fiscal  year  1929  to  $228.8  million  in  1966.  Giving  impe- 
tus to  this  32-fold  increase  were  the  introduction  of  grants  to  States  for 
public  health  programs  under  the  Social  Security  Act  of  1935,  the 
introduction  of  environmental  control  programs  in  the  1950s,  the 
rapid  expansion  in  the  1960s  of  the  Food  and  Drug  Administration 
program  and  the  communicable  disease  prevention  program,  and  the 
introduction  in  1962  of  programs  aimed  at  preventing  occurrence  and 
increase  of  chronic  diseases  and  diseases  of  aging. 

Sources  of  Data  and  Methodology 

The  primary  source  of  data  on  expenditures  of  the  Federal  Govern- 
ment for  "Other  public  health  activities"  is  the  U.S.  Budget,  supple- 
mented by  the  Budget  Appendix.  The  source  for  the  description  of 
programs  is  the  U.S.  Budget  Appendix,  1968  and  earlier,  with  supple- 
mentary information  from  the  Handbook  on  Programs  of  the  U.S. 
Department  of  Health,  Education,  and  Welfare,  1964-65  edition. 

Actual  expenditures  of  the  Federal  Government  for  other  public 
health  services  were  obtained  from  the  summary  expenditure  tables, 
wherever  available,  in  the  U.S.  Budget;  since  1961,  from  Budget 
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tables  entitled  "Analysis  of  new  obligational  authority  and  expendi- 
tures by  agency."  For  programs  where  the  actual  expenditures  are 
not  available  in  the  "Summary"  or  "Analysis"  and  for  deducted 
items,  the  new  obligational  authority  figures  as  given  in  the  detailed 
Budget  or  Budget  Appendix  are  used.8  These  obligation  figures  are 
shown  in  the  supporting  detail  for  Federal  funds  by  agency. 

Grants  for  training  of  health  personnel  and  expenditures  for 
research  traineeships  and  fellowships  are  listed  as  educational  expendi- 
tures in  the  social  welfare  expenditure  series  and  therefore  are  deducted 
from  other  public  health  program  expenditures  shown  in  table  3-8. 
For  fiscal  years  1960  to  date,  the  deductions  are  made  from  the  totals 
with  the  source  of  the  deductions  being  the  data  compiled  by  the 
Office  of  Education,  Department  of  Health,  Education,  and  Welfare 
and  shown  in  table  5-6  of  the  section  on  "Education."  For  the  years 
prior  to  1960,  the  Office  of  Education  data  do  not  readily  permit 
identification  of  Public  Health  Service  training  expenditures  (as 
distinguished  from  those  of  the  National  Institutes  of  Health). 
Therefore,  training  deductions  prior  to  1960  were  made  on  a  program- 
by-program  basis,  using  the  detailed  U.S.  Budget,  and  limited  to  those 
items  that  are  known  to  be  in  the  "Education"  series,  such  as  grants 
to  schools  of  public  health  for  professional  public  health  training. 

Expenditures  data  for  medical  and  health-related  research  are  also 
excluded  from  table  3-8,  since  these  appear  in  a  separate  category, 
"Medical  research."  The  deductions  were  made  from  the  totals  with 
the  source  of  the  deductions  being  the  Research  Analysis  Branch, 
Office  of  Program  Planning,  National  Institutes  of  Health.  No 
deductions  were  made  for  the  years  prior  to  fiscal  year  1947. 

Many  of  the  programs  included  in  this  section  have  changed  their 
methods  of  reporting  expenditures  and  their  systems  of  classification 
over  the  years.  The  classification  system  used  in  table  3-8  follows 
recent  budget  presentations  but,  as  the  footnotes  indicate,  many 
individual  programs  have  undergone  shifts  from  one  category  to 
another. 

The  degree  of  detail  and  itemization  reported  in  the  Budget  for 
some  programs  has  varied  since  1929.  In  many  of  the  early  years, 
actual  expenditures  were  limited  to  whole  programs,  so  that  the 
breakdowns  now  obtainable  from  the  Budget  Appendix  had  to  be 
estimated.  For  example,  estimates  were  made  for  the  cost  of  the  Indian 
health  program  from  1949  to  1953  on  the  basis  of  more  current  data 
on  the  ratio  of  field  service  to  the  total  expenditure  for  Indian  health 
activities.  In  another  example,  data  on  other  public  health  activities 
in  the  Canal  Zone  were  not  reported  separately  prior  to  1943.  The 
data  for  these  years  were  estimated  based  on  the  percent  that  other 
public  health  services  were  of  total  expenditures  for  sanitation  in  the 
Canal  Zone  in  1943  and  subsequent  years. 

Limitations  of  the  Data 

Three  basic  limitations  affect  the  data  in  this  category  of  Federal 
expenditures  for  other  public  health  services  under  civilian  programs. 

8  New  obligational  authority  refers  to  the  authority  granted  by  Congress  permitting  government  agencies 
to  enter  into  obligations  representing  amounts  for  orders  placed,  contracts  awarded,  services  received,  and 
similar  transactions  during  a  given  period  regardless  of  when  payment  of  money  is  received.  Expenditures 
represent  the  amounts  for  checks  issued  and  cash  payments  made  during  the  period. 
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The  first  limitation  concerns  the  use  of  new  obligational  authority 
expenditure  data  where  actual  Federal  expenditure  data  are  not 
reported.  Most  of  the  public  health  programs,  however,  are  continuous 
and,  over  a  span  of  time,  the  obligations  tend  to  approximate 
expenditures. 

The  second  limitation  concerns  the  method  of  estimating  portions 
of  the  programs  in  the  earlier  years  where  the  actual  expenditures  are 
not  available.  All  such  estimates  were  based  on  percentages  of  the 
specific  program  item  to  the  total  expenditures  of  the  program  in 
some  year.  However,  the  percent  often  had  to  be  used  for  several 
years  before  there  was  another  opportunity  to  revise  the  figure.  In 
most  cases,  the  programs  where  estimates  were  used  are  relatively 
small  in  relation  to  total  expenditures  for  other  public  health  activities. 

The  third  limitation  involves  the  deduction  for  training  grants, 
which  are  complete  after  1959,  but  which  are  limited  and  incomplete 
before  that  year.  As  a  result,  the  drop  in  "Other  public  health" 
expenditures  from  1959  to  1960  is  somewhat  artificial  and  reflects  the 
fact  that  the  data  prior  to  1960  include  an  indeterminable  amount  of 
training  expenditures  that  were  not  subtracted  out  either  because  they 
were  not  identifiable  or  because  the}'  were  not  included  in  the  uEdu- 
cation"  series  prior  to  1960. 

OTHER  PUBLIC  HEALTH  ACTIVITIES  (STATE  AND  LOCAL 

EXPENDITURES) 

Description  of  the  Program  and  Nature  of  Expenditures 

Public  health  activities  have  been  a  traditional  function  of  State 
and  local  governments.  These  activities  were  accepted  quite  early  as  a 
public  responsibility  under  the  rationale  of  protection  of  the  population 
as  a  whole  from  epidemics  and  environmental  hazards.  Until  relatively 
recently,  most  public  health  activities  were  centered  on  specific 
disease  control  programs,  mass  immunization,  and  environmental 
health  activities.  Since  the  1920s,  and  particularly  since  the  1930s, 
the  focus  of  public  health  activities  has  been  broadened  to  include 
treatment  of  illness  in  addition  to  detection  and  prevention. 

State  and  local  expenditures  for  public  health  activities  currently 
in  elude  expenditures  for  a  wide  variety  of  community  and  environ- 
mental health  programs.  Some  of  the  activities  covered  by  this 
categor}^  are  general  and  categorical  health  programs,  such  as  the 
cancer,  chronic  disease,  tuberculosis,  venereal  disease  control  and 
detection  programs,  community  mental  health  activities,  mass  immu- 
nization programs,  diagnosis  and  treatment  in  publicly  financed  or 
sponsored  public  health  clinics,  and  school  health  programs  adminis- 
tered by  health  departments.  Functions  included  are  public  health 
administration,  public  health  nursing,  operation  of  clinics,  vital 
statistics,  health  education,  and  nutrition  services.  Environmental 
health  services  other  than  sanitation  and  sewage  treatment  are  also 
included  in  this  category. 

Certain  expenditures  which  could  fall  within  the  broad  definition 
of  public  health  activities  but  which  are  part  of  separately  identifiable 
programs,  such  as  maternal  and  child  health,  are  listed  separately  in 
the  series  and  are  therefore  excluded  from  the  category  described 
here.  Expenditures  for  research  and  construction  and  hospital  care, 
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except  for  State  and  local  government  payments  to  private  hospitals 
prior  to  1956,  are  reported  elsewhere. 

The  expenditures  shown  are  the  net  expenditures  from  State  and 
local  government  funds.  Grants-in-aid  provided  by  the  Federal 
Government  to  States  and  localities  for  public  health  activities  are 
subtracted  to  obtain  the  net  figures. 

Expenditures  from  State  and  local  funds  for  public  health  activities 
have  increased  from  $82  million  in  fiscal  year  1929  to  $495  million  in 
1966.  The  rate  of  increase  has  been  relatively  low  compared  with 
that  for  other  categories  of  health  and  medical  services.  The  relatively 
slow  growth  reflects  two  factors:  (1)  the  accelerated  growth  of  other 
components  of  health  and  medical  care;  and  (2)  Federal  aid  to  the 
States  and  localities. 

Certain  components  of  State  and  local  public  health  department 
activities  that  are  included  in  other  categories  of  the  series  have  grown 
very  rapidly.  These  include  well-baby  clinics  and  prenatal  clinics, 
which  are  reported  as  maternal  and  child  health  services.  Outpatient 
clinics  of  public  hospitals  administered  by  departments  of  public 
health,  which  are  growing  in  terms  of  services  and  expenditures,  are 
included  in  the  categor}7-  of  hospital  and  medical  care.  Medical  research 
performed  b}r  public  health  departments  are  included  in  the  expendi- 
tures for  research. 

Federal  grants-in-aid  to  States  and  localities,  which  were  virtually 
nonexistent  in  fiscal  year  1929,  grew  to  $200  million  in  1966.  With  the 
growth  of  Federal  aid,  net  expenditures  of  State  and  local  governments 
for  other  public  health  activities  have  been  increasing  at  a  slower 
rate,  and  for  some  recent  years  have  shown  an  actual  decline. 

Sources  of  the  Data  and  Methods  of  Estimation 

The  base  figures  used  in  calculating  State  and  local  expenditures 
for  "Other  public  health  activities' '  are  from  Bureau  of  the  Census 
publications:  (1)  Historical  Statistics  on  Governmental  Finances  and 
Employment,  Census  of  Governments:  1962;  and  (2)  annual  editions  of 
Governmental  Finances  (formerly  titled  Summary  of  Governmental 
Finances).  Data  for  fiscal  year  1930  and  for  the  odd-numbered  years 
prior  to  1952  were  interpolated  from  the  data  for  adjacent  years. 
Data  refer  to  48  States  and  the  District  of  Columbia  prior  to  1959, 
include  Alaska  in  1959  and  Hawaii  in  1960,  and  since  1960  refer  to 
50  States  and  the  District  of  Columbia. 

The  Census  data  are  based  on  the  government  level  or  jurisdiction 
making  the  final  expenditure  and  therefore  include  Federal  funds 
granted  to  States  and  localities  for  health  purposes.  Since  the  ex- 
penditures shown  in  this  series  are  on  the  basis  of  the  initial  source  of 
the  funds,  all  Federal  aid  to  State  and  local  governments  must  be 
subtracted  from  the  Census  figures  on  State  and  local  expenditures. 

For  fiscal  years  1954  to  date,  the  Census  figure  on  Federal  inter- 
governmental expenditures  for  health  represents  grants-in-aid  and 
was  the  figure  subtracted.  This  figure  is  taken  from  the  table  entitled 
"Detail  of  Federal  expenditures  for  selected  categories"  in  annual 
editions  of  the  Census  Bureau's  Governmental  Finances.  For  the  years 
prior  to  1954,  when  the  intergovernmental  expenditures  for  health 
were  not  available  from  the  Census  publications,  the  estimate  of 
Federal  aid  to  State  and  local  governments  for  public  health  programs 
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was  obtained  from  annual  editions  of  Health,  Education,  and  Welfare 
Trends  in  tables  entitled  "Federal  grants-in-aid  for  health  services." 

The  Census  Bureau  category  of  State  and  local  expenditures  for 
health  includes  programs  for  maternal  and  child  health,  which  are 
reported  separately  in  this  series.  Based  on  data  from  the  Children's 
Bureau,  these  expenditures  have  been  deducted  from  the  Census 
figures  on  State  and  local  expenditures  for  health. 

For  fiscal  years  1951-59,  the  Census  figures  also  include  public 
assistance  vendor  payments  for  physicians'  services.  Since  all  public 
assistance  vendor  medical  payments  are  shown  separately  in  this 
series,  the  expenditures  for  physicians'  services  have  been  deducted 
for  the  years  1951-59  based  on  data  obtained  from  the  Bureau  of 
Family  Services. 

The  Census  data  on  expenditures  for  health  also  include  capital 
outlay  for  health  facilities.  For  1952  to  the  present,  an  estimate  for 
capital  outlay  has  been  deducted  from  the  base  figure.  The  Census 
publication  reports  capital  outlay  for  health  and  hospitals  as  a  com- 
bined total.  On  the  basis  of  more  detailed  data  in  the  Census  publica- 
tion, Compendium  of  State  Government  Finances,  it  was  estimated  that 
3  percent  of  the  combined  total  was  for  the  construction  of  public 
health  facilities  and  the  balance  for  hospitals.  Prior  to  1952,  insuffi- 
cient data  are  available  on  capital  outlay  to  make  the  adjustment. 

Expenditures  for  research  are  also  included  in  the  Census  data  on 
State  and  local  health  activities.  Since  medical  and  health-related 
research  expenditures  are  reported  as  a  separate  category,  these 
expenditures,  as  shown  in  table  3-6,  are  subtracted  from  the  base 
figure. 

Limitations  of  the  Data 

The  limitations  of  the  data  stem  from  a  lack  of  information  on  the 
deductible  items  for  the  early  years,  as  follows: 

For  fiscal  years  prior  to  1952,  the  net  figure  includes  capital  outlay. 
Detailed  data  were  not  available  on  capital  outlay  prior  to  this  period, 
and  thus  small  amounts  of  expenditures  for  capital  outlay  are  included 
in  the  State  and  local  expenditures  for  public  health  activities  prior 
to  1952. 

For  the  years  prior  to  1957,  public  health  research  expenditures  are 
also  included  in  the  totals  and  are  not  separable.  However,  based  on 
the  available  information  for  later  years,  the  amounts  are  probably 
inconsequential. 

Another  limitation  involves  the  inclusion  of  State  and  local  pay- 
ments to  private  hospitals  in  the  base  data  prior  to  1956.  After  1955 
the  Census  data  include  these  payments  in  the  category  of  hospital 
expenditures.  No  data  on  the  payments  prior  to  1956  are  available 
to  make  the  necessary  deduction  from  the  base  figures  for  other 
public  health  activities. 

MEDICAL-FACILITIES  CONSTRUCTION  (FEDERAL) 

Federal  expenditures  for  the  construction  of  medical  facilities 
have  been  divided  into  two  categories  for  the  social  welfare  expenditure 
series.  The  first  consists  of  expenditures  incurred  by  the  Department 
of  Defense  (and  predecessor  agencies)  in  connection  with  medical 
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facilities  owned  and  operated  by  the  Department.  The  second  con- 
tains all  other  Federal  expenditures  for  medical-facilities  construction, 
except  those  incurred  by  the  Veterans'  Administration,  which  are  in 
another  grouping. 

Department  of  Defense 

description  of  the  programs  and  nature  of  expenditures 

The  Armed  Forces  provide  hospital  and  medical  care  for  the  mili- 
tary,  primarily  in  facilities  owned  and  operated  by  the  Department 
of  Defense.  These  facilities  include  hospitals,  dispensaries,  dental 
clinics,  out-patient  clinics,  medical  laboratories,  field  stations,  and 
shipboard  stations  in  the  Continental  United  States  and  overseas. 

Actual  expenditures  for  each  of  the  armed  services — Army,  Navy, 
and  Ah*  Force — are  shown  in  table  3-10.  No  data  were  obtainable  for 
prewar  ye&rs  and  for  the  fiscal  years  1946-48.  Also  missing  are  Army 
data  for  fiscal  years  1949  and  1950.  (There  was  no  construction  of  Air 
Force  medical  facilities  before  1952.) 

These  gaps  are  not  considered  serious  since  construction  expendi- 
tures during  the  pre-World  War  II  period  for  the  Armed  Forces  were 
negligible.  During  the  immediate  postwar  years,  construction  was 
probably  minimal  as  many  of  the  existing  facilities  were  being  de- 
activated. 

Military  medical  construction  expenditures  for  the  first  year  for 
which  data  are  available — fiscal  year  1941 — were  $18.6  million.  At  the 
height  of  the  war  in  fiscal  year  1943,  these  expenditures  jumped  to 
$174.5  million,  subsequently  tapering  off  to  $38.9  million  in  1945. 
Despite  the  Korean  conflict,  expenditures  did  not  approach  the 
1945  figure  again  until  fiscal  year  1956.  Since  then  the  annual  figures 
have  fluctuated  between  $24  and  $86  million. 

Sources  of  Data  and  Methodology 

For  the  years  subsequent  to  World  War  II,  data  on  Defense  Depart- 
ment construction  of  medical  facilities  have  been  provided  annually 
on  request  by  each  of  the  armed  services  and  represent  the  actual 
expenditures  for  the  appropriate  fiscal  years.  No  adjustments  were 
made  in  these  data. 

For  the  World  War  II  years,  various  sources  were  used.  The  Navy 
data  came  from  U.S.  Navy  Department,  Annual  Report  of  the  Secretary 
of  the  Navy,  Fiscal  Year  1945,  Washington,  D.C.,  1946,  pages  A-96 
and  A-97.  Aggregates  for  each  half  year  were  added  to  yield  fiscal 
year  data.  Data  for  fiscal  year  1941  were  obtained  b}^  taking  two-thirds 
of  expenditures  reported  for  the  18-month  period  ending  December  31, 
1941. 

The  Army  estimates  were  more  difficult  to  compute.  From  the 
Real  Properties  Division,  Inventories  Branch,  Corps  of  Engineers, 
U.S.  Army,  data  were  obtained  on  the  cost  of  construction  of  each 
Army  general  hospital  built  during  World  W^ar  II.  The  costs  for  each 
hospital  were  allocated  to  a  fiscal  year  according  to  table  15  in  Clarence 
McK.  Smith,  U.S.  Army  in  World  War  II,  Medical  Department: 
Hospital  and  Evacuation,  Department  of  the  Army,  Office  of  the  Chief 
of  Military  History,  Technical  Services,  Volume  6,  Part  4,  Washington, 
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D.C.,  1956.  This  table  shows  the  date  the  hospital  received  its  first 
patient  and  the  costs  of  that  hospital  were  allocated  to  the  fiscal  year 
preceding  that  data. 

LIMITATIONS   OF  THE  DATA 

The  Navy  data  for  World  War  II  include  continental  and  extra- 
continental  expenditures  and  therefore  are  more  comparable  to  the 
rest  of  the  series  for  subsequent  years  than  the  Army  data  for  World 
War  II,  which  are  limited  to  general  hospitals  within  the  Continental 
United  States. 

The  World  War  II  data  also  have  the  limitation  of  being  confined 
to  major  construction  projects.  For  man}"  reasons  the  data  for  bar- 
racks, infirmaries,  supply  depots,  dispensaries,  etc.,  are  not  separable. 
Also  omitted  are  the  costs  involved  in  converting  hotels  and  other 
buildings  into  temporary  hospitals.  According  to  officials  of  the 
Defense  Department,  the  amounts  involved  are  minor  in  relation  to 
total  amounts  expended. 

To  the  extent  that  data  are  lacking  for  the  pre-World  War  II  }^ears 
and  for  some  of  the  immediate  postwar  years,  the  series  understates 
construction  expenditures  for  all  types  of  medical  facilities.  Dollar- 
wise,  this  gap  is  not  considered  substantial. 

Other  Federal  Expenditures 

description  of  the  programs  and  nature  of  expenditures 

Federal  expenditures  for  other  medical  -facilities  construction  in- 
clude all  direct  expenditures  for  the  construction  and  alteration  of 
hospitals,  clinics,  research  and  other  medical  facilities,  and  Federal 
grants  for  surveys,  planning  and  construction  of  public  and  private 
hospitals  and  other  medical  facilities.  Expenditures  for  the  construction 
of  Veterans'  Administration  and  Department  of  Defense  medical 
facilities  are  presented  in  other  categories  in  the  social  welfare  expen- 
diture series. 

Expenditures  for  grants  to  States  for  wastetreatment  works 
construction  are  excluded  since  sewer  and  sanitation  systems  are 
considered  public  utilities,  which  are  not  regarded  as  social  welfare 
expenditures.  Grants  for  the  construction  of  facilities  for  health 
education  are  excluded  from  this  category  but  are  included  elsewhere 
in  the  series  as  education  expenditures. 

The  following  is  a  list  of  Federal  agencies  that  finance  or  have 
financed  medical -facilities  construction  included  in  this  category, 
with  a  brief  description  of  the  programs: 

1.  St.  Elizabeths  Hospital 

Building  and  facilities. — Covers  all  construction  and  facilities 
improvement  for  St.  Elizabeths  Hospital. 

2.  Public  Health  Service 

Buildings  and  facilities. — All  direct  construction  of  Public  Health 
Service  facilities  except  Indian  health  facilities  and  certain  facilities 
of  the  National  Institutes  of  Health,  which  have  separate  appropria- 
tions. 
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Indian  health  facilities . — Construction  of  general  and  field  hospitals, 
personnel  quarters,  health  centers  and  stations  for  Indians. 

Construction  of  health  and  research  facilities. — Includes  expenditures 
for  construction  of  research  facilities  and  development  of  health 
facilities  prior  to  1959,  and  starting  with  1957,  data  on  the  grant 
program  for  the  construction  of  new  and  improved  non-Federal 
research  facilities  in  the  sciences  relating  to  health  as  authorized  by 
the  Health  Research  Facilities  Act  of  1956,  as  amended. 

Hospital  construction  activities  {mainly  Hill-Burton  program). — 
Federal  grants  to  assist  States,  other  public  agencies,  and  nonprofit 
organizations  in  the  construction  and  modernization  of  hospitals, 
rehabilitation  facilities,  diagnostic  and  treatment  centers,  long-term 
care  facilities,  public  health  centers,  and  related  health  facilities. 
Funds  are  granted  for  construction  of  demonstration  units  and  other 
projects  relating  to  effective  utilization  of  hospital  resources.  Under 
the  Appalachian  Regional  Development  Act  of  1965,  grants  are 
also  made  for  the  construction  and  equipping  of  multicounty  demon- 
stration health  facilities,  including  hospital  and  regional  health 
diagnostic  or  treatment  centers.  Grants  to  States  and  territories  for 
surveys  and  planning  for  hospitals  and  medical  facilities  construction 
are  also  included;  this  item  is  listed  separately  in  table  3-11  for 
years  before  1961,  as  are  hospital  construction  administration  and 
services  prior  to  1964. 

Mental  health  facilities. — Includes  expenditures  for  construction  of 
mental  health-neurology  research  facility,  and  grants  for  construction 
of  university-affiliated  facilities  and  community  services  facilities 
involved  in  the  care  and  treatment  of  the  mentally  retarded  and  of 
community  health  centers.  For  years  1960-65,  also  included  are  funds 
for  assistance  in  the  construction  of  housing  facilities  for  the  care  and 
treatment  of  Alaskan  mentally  ill. 

Cancer  research  facilities. — Grants  are  made  for  the  construction 
of  cancer  research  facilities. 

3.  General  Services  Administration 

Hospital  facilities ,  District  of  Columbia. — Grants  for  improvements 
in  private  hospital  facilities  in  the  District  of  Columbia. 

PHS  hospitals. — Major-project  repairs  and  improvement  programs 
of  the  Public  Health  Service  hospitals,  quarantine  stations  and 
research  centers. 

4-  Miscellaneous 

Among  the  miscellaneous  items  are:  (1)  expenditures  for  a  spotted 
fever  laboratory  at  Hamilton,  Mont.,  from  1932-36;  (2)  expenditures 
classified  as  a  construction  activity  from  1952  to  1954  under  the 
Defense  Production  Act  (program  estimated  requirements  and  acted 
upon  applications  for  controlled  material  for  hospital  and  health 
f  acility  construction,  excluding  the  military  and  Veterans  Administra- 
tion construction) ;  (3)  expenditures  by  the  Department  of  State  for 
technical  assistance  in  reconstruction  of  public  health  facilities  in  the 
Philippine  Islands  from  1947-51;  and  (4)  construction  expenditures 
for  George  Washington  University  Hospital  in  the  District  of  Colum- 
bia, starting  1965. 
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Most  Public  Health  Service  construction  programs  are  of  recent 
origin.  The  major  one — Hill-Burton  (Hospital  Survey  and  Construc- 
tion Act)  program — was  begun  in  1946.  Subsequent  amendments  have 
expanded  the  program.  In  1954  grants  were  authorized  for  construc- 
tion of  diagnostic  or  treatment  centers,  hospitals  for  the  chronically 
ill,  rehabilitation  facilities,  and  nursing  homes.  The  Hospital  and 
Medical  Facilities  Amendments  of  1964  provided  for  modernization 
or  replacement  of  facilities. 

Other  authorized  construction  programs  included:  grants  for  non- 
Federal  research  facilities,  enacted  in  1956;  the  research  facility  for 
Mental  Health  and  Neurology  in  1961 ;  grants  for  cancer  research 
facilities  in  1962;  funds  appropriated  for  mental  retardation  facilities 
in  1965;  and  grants  for  medical  facilities  under  the  Appalachian 
Regional  Development  Act  of  1965. 

With  the  advent  of  the  Hill-Burton  program,  Federal  expenditures 
rose  astronomically — -about  130-fold — from  $2.2  million  in  fiscal  year 
1947  to  $280.4  million  in  1966.  Since  1950  hospital-construction  activi- 
ties have  been  responsible  for  more  than  70  percent  of  the  annual 
Federal  expenditures  for  civilian  medical-facilities  construction.  During 
the  early  1950s,  the  proportion  was  close  to  90  percent.  In  recent  years, 
the  proportion  has  dipped  below  80  percent  as  construction  of  mental 
health  facilities  and  research  facilities  received  increasing  attention. 

Sources  of  Data  and  Methodology 

The  primary  source  of  data  on  Federal  expenditures  for  other 
medical-facilities  construction  is  the  U.S.  Budget,  supplemented  by 
the  Budget  Appendix.  Actual  expenditures  were  obtained  whenever 
available  from  the  summary  expenditure  tables  in  the  U.S.  Budget 
and,  since  1961,  from  Budget  tables  entitled  ''Analysis  of  new  obliga- 
tional  authority  and  expenditures  by  agency."  For  programs  where 
the  actual  expenditures  are  not  available  in  the  "Summary"  or 
"Analysis,"  the  new  obligational  authority  figures  as  given  in  the 
detailed  Budget  or  Budget  Appendix  were  used. 

For  the  years  1929  through  1939,  expenditures  for  marine  hospitals 
and  quarantine  and  inspection  stations  were  obtained  from  Annual 
Reports  of  the  Secretary  of  Treasury  on  the  State  of  the  Finances.  The 
data  on  expenditures  for  major-project  repairs  and  improvements  in 
Public  Health  Service  hospitals  and  facilities  were  not  available  on  a 
separate  basis  prior  to  1956.  Data  for  the  years  since  1956  have  been 
furnished  by  the  General  Services  Administration  and  now  the  Division 
of  General  Services  of  the  Department  of  Health,  Education,  and 
Welfare. 

The  definitions  of  the  programs  are  from  the  1968  Budget  Appendix. 

Limitations  of  the  Data 

In  addition  to  the  previously  mentioned  lack  of  information  for 
certain  programs — particularly  the  General  Services  Administration — 
there  is  little  specific  information  available  on  an  annual  basis  on 
grants  for  construction  of  hospitals  under  the  Public  Works  Ad- 
ministration of  the  1930s.  No  attempt  has  been  made  to  include  an 
estimate  of  such  expenditures  in  the  series. 
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MEDICAL-FACILITIES  CONSTRUCTION  (STATE  AND  LOCAL) 

Description  of  the  Program  and  Nature  of  Expenditures 

State  and  local  expenditures  for  medical-facilities  construction  as 
shown  in  the  series  are  the  net  expenditures  from  State  and  local 
funds  for  the  construction  of  hospitals,  clinics,  public  health  agencies, 
laboratories,  and  research  facilities,  whether  publicly  or  privately 
owned.  These  expenditures  exclude  grants  to  the  States  and  localities 
from  the  Federal  Government  (mainly  Hill-Burton  funds)  for  con- 
struction of  such  facilities. 

Construction  expenditures  as  defined  in  this  series  consist  of  the 
production  of  fixed  works  and  structures  and  additions,  replacements 
and  major  alterations,  including  design,  site  improvement,  and  pro- 
vision of  facilities  and  equipment  that  are  integral  parts  of  a  structure. 
Construction  expenditures  do  not  include  the  acquisition  of  land  or 
expenditures  for  movable  equipment. 

State  and  local  expenditures  for  medical  facilities  construction  were 
$100  million  in  fiscal  year  1929,  dropped  to  a  low  of  $36  million  in 
1942,  rose  to  a  high  of  $341  million  in  1958,  and  were  $336  million 
in  1966. 

Sources  of  Data  and  Methodology 

The  sources  of  data  from  1952  to  the  present  are  Bureau  of  the 
Census  publications:  (1)  Historical  Statistics  on  Governmental  Finances 
and  Employment,  Census  of  Governments:  1962;  and  (2)  annual  editions 
of  Governmental  Finances  (formerly  titled  Summary  of  Governmental 
Finances).  Data  refer  to  48  States  and  the  District  of  Columbia  prior 
to  1959,  include  Alaska  in  1959  and  Hawaii  in  1960,  and  since  1960 
refer  to  50  States  and  the  District  of  Columbia. 

The  base  figure  is  the  item  labeled  "Construction  expenditure 
only"  for  health  and  hospitals  under  State  and  local  governments. 
Since  the  Census  Bureau  reports  expenditures  by  the  final  level  of 
government  performing  the  function,  rather  than  the  level  of  govern- 
ment that  is  the  source  of  funds,  all  Federal  grants  to  State  and  local 
governments  for  construction  must  be  subtracted  from  the  base  figure 
to  obtain  the  net  State  and  local  expenditures.  The  data  on  Federal 
grants  for  hospital  construction  are  included  in  the  annual  editions 
of  Governmental  Finances  in  the  intergovernmental  expenditure  table 
entitled  "Detail  of  Federal  expenditures  for  selected  categories."  This 
figure  is  subtracted  from  the  base  ligure  to  obtain  the  net  State  and 
local  expenditures  for  medical-facilities  construction.  For  the  years 
1952  and  1953,  no  Federal  intergovernmental  expenditure  figures 
were  published  and  estimates  were  made,  using  Federal  program  data, 
mainly  from  the  Hill-Burton  program. 

The  base  figures  for  the  years  prior  to  1952  are  from  the  U.S. 
Department  of  Commerce  and  U.S.  Department  of  Labor,  Construc- 
tion Volume  and  Costs,  1915-1956,  table  3,  page  7,  the  series  labeled 
"New  public  construction  (value  put  in  place) — 'hospital  and  institu- 
tional." Revised  data  for  years  1947-1951  appear  in  Bureau  of  the 
Census,  Value  of  New  Construction  Put  in  Place,  1946-1968  Revised. 
table  1,  page  6.  These  data  reflect  the  construction  of  public  buildings 
only. 
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The  "New  public  construction"  figures  include  the  construction  of 
Federal,  State,  and  local  facilities  and  therefore  need  to  be  adjusted 
for  (1)  direct  Federal  construction  expenditures;  and  (2)  Federal 
grants  to  State  and  local  governments  for  the  construction  of  publicly 
owned  medical  facilities.  An  estimate  of  direct  Federal  construction  was 
taken  from  U.S.  Department  of  Health,  Education,  and  Welfare, 
Office  of  the  Secretary,  Health,  Education,  and  Welfare  Trends,  1961 
ediedition,  table  entitled  "Hospital  construction  financing,"  with 
some  interpolation  for  early  years.  The  same  table  also  gives  data  for 
the  Federal  grants  (Hill-Burton)  program  but  no  distinction  is  made 
between  grants  to  State  and  local  governments  and  those  to  non- 
government (private)  agencies.  Based  on  information  in  the  Public 
Health  Service  publication  entitled  Facts  About  the  Hill-Burton 
Program,  July  1,  19 Ifl -December  SI,  1963,  page  3,  an  estimate  was 
made  of  the  portion  of  Hill-Burton  funds  allocated  to  public  hospitals. 
Deducting  both  direct  Federal  construction  expenditures  and  Federal 
grants  to  States  and  localities  from  the  base  figure  yielded  a  figure  on 
net  State  and  local  expenditures  for  hospital  and  medical-facilities 
construction, 

Only  one  adjustment  then  remained.  All  the  data  for  the  years 
prior  to  1952  are  on  a  calendar-year  basis.  Since  the  data  in  the  social 
welfare  expenditure  series  are  presented  on  a  fiscal-year  basis,  the 
calendar-year  data  were  averaged  to  obtain  estimates  for  fiscal  years. 

Limitations  of  the  Data 

Aside  from  the  limitation  inherent  in  the  shift  in  sources  of  data 
and  the  break  in  continuity,  there  are  several  specific  limitations  in 
the  data  presented  for  the  years  prior  to  1952. 

The  data  based  on  Construction  Volume  and  Costs  include,  in  addi- 
tion to  expenditures  for  medical  facilities,  certain  nonmedical  institu- 
tion expenditures  including  domiciliary  facilities,  child  centers  and 
nurseries,  orphan  homes,  and  homes  for  the  aged.  There  is  no  informa- 
tion on  the  proportion  of  the  total  that  would  apply  to  the  nonmedical 
institutions. 

A  further  limitation  is  the  conversion  of  calendar^ear  data  to 
fiscal-year  data  by  averaging  rather  than  by  totaling  monthly  data. 
Monthly  data  are  not  readily  available  for  these  years.  Over  time, 
however,  the  averaging  method  would  tend  to  equal  a  total  of  monthly 
data. 

Another  limitation  is  the  necessity  of  estimating  the  Hill-Burton 
grants  to  public  hospitals  for  the  period  before  1954.  No  exact  data 
on  these  grants  by  ownership  of  facility  are  available. 

The  data  based  on  Construction  Volume  and  Costs  show  the  total 
monetary  value  of  public  construction  rather  than  public  expenditures 
for  construction,  whether  publicly  or  privately  owned.  The  Census 
Bureau  data  show  actual  public  expenditures  for  construction  of  both 
public  and  private  facilities.  Since  the  social  welfare  series  is  intended 
to  show  expenditures  under  public  programs,  which  would  include 
public  expenditures  for  privately  owned  or  sponsored  facilities  and 
services,  the  base  data  from  Construction  Volume  and  Costs  do  not 
completely  meet  this  concept.  The  mitigating  factor  is  that  while 
there  is  a  sizable  amount  of  Federal  expenditure  for  privately  owned 
medical-facilities  construction,  there  is  very  little  State  and  local 
financial  participation  in  the  construction  of  private  medical  facilities. 


3.  DEFINING  THE  PROBLEMS* 


Before  the  Administration  would  consider  any  specific  solution  to 
the  "health  care  crisis/'  it  required  first  a  clear  and  precise  statement 
of  the  problems — what  was  and  what  was  not  contributing  to  the 
crisis.  The  task  at  the  outset,  then,  was  to  examine  the  health  status 
of  the  Nation,  the  trends  in  the  development  of  health  care  resources, 
the  financing  of  care,  and  the  Federal  actions  in  each  of  these  areas. 

1.  Health  Status 

The  indices  with  which  we  measure  health,  it  was  quickly  found, 
leave  much  to  be  desired,  especially  in  terms  of  the  definition  of 
"health"  the  World  Health  Organization  uses:  a  positive  sense  of 
physical  and  mental  well-being.  Our  indices  are  of  illness  rather  than 
of  health,  and  statistics  of  death  are  statistics  on  existence,  not  only 
of  health.  Moreover,  we  lack  indices  of  consumer  satisfaction  with 
health  services  received,  and  our  measures  of  quality  are  also 
essentially  negative  and  anecdotal — such  as  excessive  surgery  or  over- 
reliance  upon  drugs. 

With  all  of  their  inadequacies,  the  gross  measures  of  health  status 
indicate  a  long-term  trend  of  improvement.  A  child  born  today,  for 
example,  can  expect  to  live  30  percent  longer  on  the  average  than  a 
child  born  in  1920.  Nonwhite  children,  while  lagging  behind  white 
children  in  total  life  expectancy,  have  made  the  greatest  gains — a 
third  more  life  for  non-white  men,  and  more  than  a  50  percent  mcrea  e 
in  life  span  for  non-white  women.  Although,  for  inexplicable  reaso 
the  life  expectancy  of  non- white  males  declined  between  1967  and  1968, 
non-white  women  now  have  a  longer  life  expectancy  than  white  men. 

Infant  and  neonatal  deaths  have  been  on  the  decline  for  some  time, 
and  maternal  death  rates  dropped  by  66  percent  between  1950  and 
1967. 

Days  of  disability  have  also  declined  in  the  past  decade.  Da}^s  lost 
from  school  or  from  work,  as  well  as  days  of  restricted  activity  in 
general,  per  person  per  year  have  shown  a  favorable  trend.  Bed- 
disability  days,  which  has  declined  between  1960  and  1967,  took  a 
slight  upturn  in  1968. 

There  appear  to  be  a  number  of  factors  contributing  to  these  trends. 
Rising  levels  of  income,  which  have  brought  with  them  better  nutri- 
tion, housing,  and  clothing,  higher  levels  of  educational  attainment, 
and  general  improvements  in  sanitation  have  all  played  a  significant 
role.  So  too  has  medical  science  in  bringing  a  number  of  infectious  dis- 
eases under  control,  in  making  successful  inroads  on  some  chronic 
illnesses,  and  in  bringing  about  widespread  improvements  in  diagnosis, 
treatment,  and  rehabilitation.  There  is  no  smallpox  in  the  United 
States  today,  and  cases  of  diphtheria,  typhoid  fever,  and  whooping 

*U.S.  Dept.  of  Health,  Education  and  Welfare.  Towards  a  comprehensive  health  policy  for  the  1970's; 
a  white  paper.  Washington,  For  sale  by  the  Supt.  of  Docs.,  U.S.  Govt.  Print.  Off.,  1971  52p. 
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cough  are  rare.  The  incidence  of  poliomyelitis,  which  killed  or  para- 
lyzed thousands  as  recently  as  the  1950's,  has  been  drastically  reduced, 
and  measels  and  rubella  are  being  brought  under  control  with  newly  de- 
veloped vaccines.  Among  the  chronic  diseases,  the  discovery  and  use 
of  drugs  have  dramatically  changed  the  treatment  of  the  mentally 
ill;  and  new  methods  of  diagnosis  and  treatment  have  been  highly 
successful  against  certain  forms  of  cancer,  rheumatic  heart  disease, 
and  hypertensive  heart  disease. 

In  sum,  the  gross  measures  of  health  status  indicated  that  health 
has  been  improving,  not  worsening,  and  the  cause  of  the  crisis  in 
health  care  is  not  to  be  found  in  the  general  status  of  health. 

These  gross  measures,  however,  mask  very  large  disparities  in 
health  status  among  sub-populations  in  the  Nation.  On  nearly  every 
index  that  we  have,  the  poor  and  the  racial  minorities  fare  worse  than 
their  opposites.  Their  lives  are  shorter;  they  have  more  chronic  and 
debilitating  illnesses;  their  infant  and  maternal  death  rates  are  higher; 
their  protection,  through  immunization,  against  infectious  diseases, 
is  far  lower.  They  also  have  far  less  access  to  health  services — and 
this  is  particularly  true  of  poor  and  non-white  children,  millions  of 
whom  receive  little  or  no  dental  or  pediatric  care. 

Part  of  the  health  care  crisis,  then,  is  our  awareness  of  these  differ- 
ences among  our  people — the  denial  to  some  of  a  life  span  as  long  and 
as  relatively  free  of  disabilities  and  illnesses  as  that  which  others 
enjo}T — accompanied  by  a  sense  of  injustice  that  denial  entails,  and 
by  expectations  that  denial  and  its  effects  can  and  should  be  obviated. 

If  this  is  an  adequate  description  of  part  of  the  health  care  problem, 
in  which  race  and  income  and  related  socio-economic  variables  are 
playing  dominant  roles,  then  we  must  begin  to  consider  several  alterna- 
tives to  medical  care  to  close  the  gap  in  health  status.  For  at  least  some 
components  of  this  problem,  reforms  in  welfare,  in  education,  and  in 
civil  liberties  should  pay  dividends  in  health  status. 

Another  type  of  disparity  which  contributes  to  the  concern  over 
health  is  the  difference  between  the  United  States  and  other  nations 
on  several  of  the  indices  by  which  the  national  health  status  is  meas- 
ured. Once  again,  the  comparisons  are  not  statisticaly  neat  (definitions 
of  "live  births/'  for  example,  have  varied  among  nations),  but  as 
gross  measures  they  indicate  that  the  United  States  is  not  performing 
as  well  as  other  advanced  nations.  Our  ranking  as  13th  in  infant 
mortality  rates  is  the  key  indicator  of  relatively  poor  performance. 
Even  if  all  the  statistical  variations  were  straightened  out,  so  that  the 
rank  of  the  United  States  rose  to  11th  or  10th,  there  would  be  little 
rejoicing.  For  the  belief  is  that  the  United  States,  with  its  great 
abundance,  should  have  the  lowest  infant  death  rate,  and  the  expecta- 
tions are  that  it  can  achieve  that  rank. 
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Expectation  of  life  at  birth,  1920  -  1968 
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2.  Health  Care  Resources 

Health  manpower  and  hospital  facilities — the  major  health  care 
resources — have  been  growing  faster  than  population,  especially  in 
recent  years.  Excluding  the  military,  the  number  of  hospital  beds  per 
1,000  people  increased  from  12.4  in  1963  to  13.5  in  1968.  Between  1950 
and  1966,  while  the  population  of  the  United  States  increased  by  29 
percent,  the  number  of  people  in  health  occupations  increased  by  more 
than  90  percent.  In  1960,  2.9  percent  of  the  civilian  work  force  were 
in  health  occupations;  by  1966,  there  were  3.7  percent. 

The  supply  of  physicians  has  also  been  increasing  faster  than  the 
growth  in  population.  Between  1950  and  1966,  the  supply  of  physicians 
increased  by  34  percent  (against  29  percent  growth  in  population), 
between  1966  and  1970,  the  supply  of  active  physicians  grew  at  twice 
the  population  rate,  juelding  a  change  in  ratios  of  physicians  to  popu- 
lation from  141  per  100,000  in  1967  to  155  per  100,000  last  year. 

Both  the  growth  in  supply  relative  to  population,  and  the  fact  that 
nearly  every  country  outranking  the  United  States  on  infant  mortality 
rates  has  a  smaller  ratio  of  physicians  and  hospital  beds  to  popula- 
tion, indicate  that  inadequate  quantities  of  health  care  resources  in 
general  are  not  contributing  to  the  health  care  crisis. 

As  in  the  measures  of  health  status,  the  aggregate  measures  of  health 
care  resources  hide  more  than  they  reveal. 

There  are,  for  example,  large  geographic  variations  in  the  ratio  of 
physicians  to  population.  There  are  82  active  physicians  per  100,000 
people  in  Mississippi,  but  228  in  New  York.  A  study  of  1,500  cities 
and  towns  in  the  upper  midwest  in  1965  found  1,000  without  any 
physician,  and  200  others  had  only  one.  Large  metropolitan  areas 
average  185  physicians  per  100,000  people,  while  the  average  is  only 
76  in  non-metropolitan  areas.  Cities,  particularly  the  ghettos,  fare  far 
worse  than  the  suburbs  in  the  ratio  of  physicians  to  population.  In 
nine  out  of  ten  Appalachian  States,  there  are  substantially  fewer 
physicians  in  relation  to  population  in  the  less  wealthy  (and  generally 
rural)  counties  than  there  are  in  the  wealthier  counties.  And  the  same 
disparity  between  wealthy  and  poor  counties,  urban  and  rural,  occurs 
elsewhere  in  the  Nation. 
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Activity-limiting  conditions,  by  income  1964 
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Comparison  of  white  and  non-white  maternal  death  rates 
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Another  part  of  the  health  care  crisis,  then,  results  from  the  large 
disparities  in  the  geographic  location  of  resources.  Too  many  people 
simply  lack  convenient  access  to  the  services  of  pln'sieians;  too  many 
communities  are  unable  to  attract  physicians  to  practice  there.  With- 
out ph}rsicians,  or  with  relatively  few  physicians,  hospital  facilities 
are  unused  or  are  under-used. 

But  geographic  location  is  not  the  only  factor  that  needs  to  be 
understood  in  examining  our  health  care  resources. 

Primary  care  physicians — general  practitioners,  pediatricians,  and 
internists — can  handle  most  of  the  illnesses  and  other  health  care 
problems  with  which  the  population  is  afflicted.  Their  average  fees 
are  lower  than  specialists.  They  are  generally  more  concerned  about 
their  patients  as  a  whole  and  as  members  of  a  family  than  are  special- 
ists, and  there  is  some  evidence  that  patients  who  are  cared  for  by 
primary  care  physicians  tend  to  require  less  hospitalization  than 
those  who  are  treated  b}^  specialists.  Moreover,  judging  from  the 
experience  of  the  American  Medical  Association's  placement  service 
in  1969,  the  demand  is  for  primary  care  plrysicians.  There  were  2,001 
opportunities  offered  for  primar}'  care  physicians,  but  only  864  seeking 
opportunities,  leaving  a  deficit  of  1,137.  On  the  other  hand,  170  oppor- 
tunities were  offered  in  surgery,  but  448  seeking  opportunities, 
leaving  a  surplus  of  278.  Pathology,  obstetrics^mecolog}-,  urology, 
radiology,  and  ophthalmology  were  also  surplus  categories. 

Yet  the  relative  ratio  of  primary  care  plrvsicians  to  population  has 
been  declining.  In  1931,  roughly  117,000  physicians  out  of  156,000 
were  primary  care  physicians,  or  75  percent  of  the  total.  In  1967, 
there  were  roughly  115,000  primary  care  plrysicians  out  of  303,000 
physicians,  or  39  percent.  From  94  priman^  care  physicians  per  100,000 
people  in  1931,  the  ratio  had  dropped  to  73. 

Two  types  of  distributional  problems,  therefore,  contribute  to  our 
health  care  problems.  One  is  geographic,  the  other  is  type  of  medical 
practice. 

Improper  management  of  our  health  care  resources  is  another 
important  contributor  to  the  crisis  in  health  care.  Poor  utilization  of 
these  resources  restricts  the  quantity  of  services  available,  the  geo- 
graphic extent  to  which  services  might  reach,  and  the  ability  to  control 
costs. 
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The  United  States  ranks.. .18th  in  the  world  in  male  life  expectancy  at  birth 
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The  evidence  that  we  are  making  poor  use  of  our  health  care 
resources  has  been  accumulating  for  some  time.  The  Joint  Council  of 
National  Pediatric  Societies,  for  example,  has  stated  that  75  percent 
of  the  pediatric  tasks  performed  by  a  physician  could  be  done  by  a 
property  trained  child  health  assistant.  A  significant  proportion  of  the 
tasks  performed  b}^  obstetricians,  similarly,  can  be  performed  by 
nurse-midwives  without  any  loss  in  the  quality  of  care.  And  experience 
with  several  physicians  assistants  programs  has  demonstrated  that  ex- 
medical  corpsmen,  or  comparably  trained  individuals,  with  some 
additional  training  can  assume  a  large  number  of  tasks  performed  now 
by  general  practitioners. 

With  regard  to  dental  services,  it  has  been  amply  demonstrated  that 
one  chairside  assistant,  efficiently  used,  increases  a  dentist's  produc- 
tivity by  50  percent;  a  second  assistant  adds  another  25  percent;  and 
by  properly  utilizing  all  the  skills  of  the  dental  team,  a  dentist  can 
more  than  double  his  productivity. 

In  a  study  of  nurse  manpower  in  1963,  it  was  found  that  the  satis- 
faction of  patients  was  highest  when  nurses  devoted  at  least  50  percent 
of  their  time  to  patient  care,  but  only  35  percent  of  their  time,  in  the 
average,  was  so  spent.  Nurses  in  hospitals  are  still  spending  35  percent 
of  their  time  in  caring  for  patients;  the  remainder  being  utilized  for 
administrative  tasks.  Nurses  in  physicians'  offices  spend  even  less  time 
on  the  care  of  patients. 

In  every  study  of  facilities,  one  finds  varying  percentages  of  patients 
who  should  be  using  more  appropriate  facilities.  Patients  who  could  be 
treated  in  the  offices  of  physicians  or  could  receive  x-rays  and  other 
laboratory  services  from  ambulatory  care  facilities  are  found,  instead, 
occupying  hospital  beds.  Other  patients  in  hospital  beds  could  be 
equally  well  cared  for  in  extended  care  facilities  or  nursing  homes.  And 
there  are  patients  in  nursing  homes  who  should  be  in  residential  facili- 
ties or  boarding  homes,  or  who  would  benefit  from  services  delivered 
to  them  in  their  homes.  Moreover,  there  are  patients  in  hospitals  and 
other  facilities  who  stay  longer  than  they  need  to  for  proper  care. 
Finally,  too  many  hospitals  maintain  expensive  facilities  that  are 
rarely  used.  In  1967,  31  percent  of  the  hospitals  that  had  open-heart 
surgery  facilities  had  not  used  them  for  a  year.  In  addition  to  the  cost 
of  maintaining  such  facilities,  they  also  pose  a  risk  to  the  patient — the 
capability,  when  used,  is  likely  to  have  deteriorated  in  quality. 

The  extent  to  which  health  care  resources  are  poorly  utilized 
throughout  the  Nation  has  not  been  measured,  nor  have  the  costs  of 
mismanagement  been  calculated.  Just  a  10  percent  improvement  in 
efficiency  would  yield  a  saving  of  more  than  $5  billion. 
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Ratio  of  physicians  to  population,  interstate  comparisons 
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3.  Organization  of  Services 


In  part,  the  mismanagement  of  resources  is  a  function  of  the  man- 
ner in  which  the  resources  are  organized  for  the  delivery  of  services, 
and  therefore,  the  organization  of  services  can  be  pinpointed  as  a 
causal  factor  in  the  health  care  crisis. 

The  system  by  which  services  are  provided  in  this  country  has  been 
described  pejoratively  as  a  "non-s}'stem"  as  a  "cottage  industry  of 
small  entrepreneurs  (physicians),"  and  as  "push-cart  vending  in  the 
age  of  supermarkets."  While  increasing  the  size  of  units  in  the  industry 
is  not  the  solution  to  all  of  its  problems,  we  must  look  at  the  scale  and 
interrelationships  among  the  components.  Until  a  certain  scale  is 
reached,  it  is  difficult  if  not  impossible  to  use  scarce  skills  on  tasks  for 
which  they  are  best  suited,  or  to  make  trade-offs  between,  sa}^,  hospi- 
tal and  home  health  services. 

Organization  of  services  is  so  intimately  tied  to  the  financing  of 
services  that  further  discussion  of  this  point  will  be  interwoven  with 
the  discussion  of  financing  below. 
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4.  Financing  Health  Services 

Expenditures  on  personal  health  care  amounted  to  $58  billion  in 
fiscal  year  1969.  The  largest  part — almost  63  percent — came  from 
private  sources,  the  remainder  from  public  sources.  About  80  percent 
of  the  population  under  65  has  some  private  health  insurance,  mainly 
for  hospital  and  surgical  coverage.  About  75  percent  of  the  working 
population  is  protected  through  e mploy  er-employe e  plans  developed 
largely  since  World  War  II,  through  collective  bargaining  agreements. 
Although  the  workers'  protection  was  initiated  primarily  to  provide 
them  with  hospital  and  surgical  coverage,  protection  for  other  types 
of  care  has  been  growing  rapidly,  Seventy  percent  of  the  population 
under  65  years  of  age  is  covered  now  for  in -hospital  medical  visits, 
65  percent  for  laborator}^  and  x-ray  studies,  and  43  percent  for  visits 
of  physicians  in  the  patients'  home  or  at  the  physicians'  office. 

For  those  not  covered  by  private  insurance,  Medicare  and  Medicaid 
were  introduced  to  meet  some  of  the  needs.  Medicare  provides  pro- 
tection for  more  than  95  percent  of  the  elderly,  and  Medicaid  provides 
some  protection  for  15  million  of  the  aged,  the  blind,  the  disabled,  and 
families  with  children. 

Over  time,  then,  both  the  private  and  public  sectors  have  responded 
to  the  need  for  protection  against  unplanned  hospital  and  surgical 
expenses,  and  for  other  forms  of  care.  But  the  growing  amount  and 
diversification  of  insurance  coverage  does  not  define  a  problem. 

Ratio  of  physicians  to  population  in  Appalachian  States,  by  wealth  of  county 
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There  appear  to  be  two  Key  problems,  one  relating  to  financial 
barriers  to  the  access  of  care  by  specific  population  groups,  and  the 
other  to  inadequate  protection. 

For  example,  while  employer  plans  cover  a  majority  of  the  popu- 
lation, they  do  not  protect  all  of  the  working  population,  particularly 
the  working  poor.  In  addition,  some  of  the  plans  cover  the  workers 
but  not  their  dependents.  Eligibility  for  Medicaid  also  poses  financial 
barriers.  Eligibility  varies  widely  among  the  States,  many  of  which 
exclude  the  working  poor  and  adults  in  families  headed  b}"  a  male. 
Under  these  circumstances,  half  the  families  with  incomes  under 
$5,000  a  3rear  and  two-thirds  of  the  families  with  incomes  under  $3,000 
have  no  insurance.  Others  excluded  from  protection  are:  children  and 
mothers  in  low-  and  middle-income  families;  the  unemploAred  and 
then  dependents;  lower  income  self-employed  people;  employed 
people  (mainly  the  working  poor)  whose  employers  offer  no  health 
plans;  and  migrant  and  seasonal  workers. 

The  inadequacy  of  benefits  is  the  second  key  problem.  While  more 
private  health  insurance  provides  good  protection  against  the  costs  of 
inpatient  hospital  care  and  surgery,  outpatient  care  and  preventive 
services  are  often  excluded.  It  also  excludes  or  limits  preventive 
services  and  maternity  care,  and  most  families  are  inadequately  pro- 
tected against  catastrophic  incidents. 

For  the  most  part,  private  and  public  financing  of  health  care  has 
reinforced  the  existing  system  of  delivering  care,  including  the  defects 
hi  the  S3rstem.  For  Medicare  and  Medicaid  to  be  passed  by  the  Con- 
gress, for  example,  it  had  to  fit  into  the  existing  means  of  delivering 
care.  Apart  from  the  organizations  that  have  provided  care  on  a  pre- 
paid basis  (which  will  be  discussed  under  "health  maintenance 
organizations"),  the  usual  mode  of  delivery  has  helped  produce  a 
financing  response  that  has  lacked  cost  control  measures  or  restrained 
the  use  of  high  cost  facilities  and  procedures.  Indeed,  it  has  encouraged 
the  inappropriate  use  of  high  cost  facilities  and  services  when  other 
less  expensive  alternatives  were  available.  And  finally,  both  the  man- 
ner of  organizing  services  and  their  financing  have  favored  care  and 
rehabilitation  over  prevention. 

Another  part  of  the  health  care  crisis,  in  sum,  stems  from  intolerable 
exclusions  of  large  numbers  in  the  population  from  financial  access 
to  care,  inadequate  benefits,  and  unnecessarily  high  costs  resulting 
from  a  mutually  reinforcing  financing  and  delivery  s}rstem. 
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Health  care  expenditures:  Third  party  payments,  1950  -  1968 
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5.  Medical  Costs 

Medical  costs  have  been  alluded  to  in  several  of  the  preceding 
sections,  but  since  the  inflation  in  medical  costs  is  undeniably  one  of 
the  aspects  of  the  medical  care  crisis,  the  subject  deserves  special 
attention. 

In  fiscal  year  1970,  the  Nation  spent  $67  billion  on  health,  nearly 
three-fifths  again  as  much  as  had  been  spent  only  four  years  earlier. 
While  undoubtedly  there  were  improvements  in  the  quality  of  care 
for  at  least  some  of  the  population,  more  than  75  percent  of  the  in- 
crease in  expenditures  for  hospital  care  and  nearly  70  percent  of  the 
increase  for  physician  services,  were  the  consequences  of  inflation. 

In  the  decade  of  the  1960's,  medical  care  prices  rose  far  more  rapidly 
than  prices  in  general.  Hospital  charges  rose  four  times  as  fast  as  other 
items  in  the  Consumer  Price  Index,  and  physicians'  fees  at  twice 
the  rate.  These  two  items — hospital  care  and  physicians'  services — • 
are  the  major  contributors  to  the  inflation  of  medical  costs. 

Some  of  the  causes  for  inflation  in  medical  costs  have  already  been 
mentioned:  poor  utilization  of  scarce  resources,  incentives  for  the  use 
of  the  highest  cost  facilities,  and  lack  of  cost  control  measures.  But 
there  are  other  causes,  some  of  which  are  exceedingly  complex  and  are 
not  fully  understood.  There  are,  for  example,  legal  barriers  in  some 
States  to  the  formation  of  group  practices,  and  other  legal  barrier 
prohibiting  physicians  and  dentists  from  delegating  responsibilities  of 
certain  kinds  or  to  certain  numbers  of  assistants.  The  "market"  for 
care  is  one  in  which  a  great  deal  of  information  is  veiled  from  the 
consumer — i.e.,  the  consumer  is  unable  to  pass  judgment  on  the  quality 
of  services  received,  and  he  is  frequently  in  circumstances  (acutely 
ill)  where  he  cannot  bargain  over  the  services.  It  is  a  "market" 
furthermore,  where  increasingly  one  party  sets  prices  for  services,  a 
second  receives  them,  and  a  third  pays  for  them,  so  that  no  one  is 
concerned  about  rising  costs.  The  health  industry  has  consistently 
underpaid  its  employees  (excepting  physicians)  who,  in  effect,  sub- 
sidized a  portion  of  the  patients'  care.  And,  finally,  productivity  in 
this  industry  lags  behind  the  productivity  of  the  goods-producing 
sector,  thereby  creating  an  inflationary  gap.  Insofar  as  physicians' 
fees  alone  are  considered,  the  physicians'  demand  for  income  has 
probably  risen  faster  than  any  other  occupation's  demand.  A  recent 
study  found  that,  on  the  average,  a  physician's  rate  of  return  on  his 
educational  investment  (which  includes  both  his  outlays  on  education 
and  the  income  he  has  forgone  as  a  student)  is  currently  about  24 
percent.  In  other  words,  in  four  years,  his  income  will  match  all  of 
his  educational  costs. 

6.  Medical  and  Dental  Education 

Still  another  aspect  of  the  health  care  crisis  has  been  the  financial 
crisis  of  a  large  number  of  the  Nation's  medical  and  dental  schools. 
Many  schools  have  been  dipping  into  their  endowment  funds;  others 
have  been  limping  along,  on  the  verge  of  bankruptcy  year  after  year. 
At  the  same  time,  they  have  been  urged  to  expand  their  enrollments 
and  to  take  on  new  roles  in  the  training  of  manpower  and  in  providing 
community  services. 
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The  components  of  medical  education — research,  services,  and 
teaching — are  so  interwoven  that  it  has  been  virtually  impossible 
to  determine  the  causes  of  the  financial  difficulties.  Several  studies 
are  currently  in  progress  to  sort  out  this  problem.  It  appears  that 
at  least  part  of  the  explanation  will  be  found  among  the  following 
reasons. 

Services  offered  in  teaching  hospitals  differ  markedly  from  those  in 
community  hospitals.  They  are  more  "labor-intensive;"  they  have 
more  and  better  laboratory  backup  capabilities;  and  they  provide 
care  for  the  most  difficult  medical  cases.  Accordingly,  costs  are  higher 
than  in  community  hospitals,  and  reimbursements  do  not  compensate 
fully  for  the  additional  costs. 

There  has  been  little  incentive  for  efficiency  in  the  educational 
process.  Most  medical  schools  have  their  own  basic  science  depart- 
ments— for  the  pre-clinical  years  of  training — duplicating  in  large 
measure  the  basic  science  departments  of  universities.  While  there 
have  been  efforts  in  recent  years  to  prune  and  reform  curriculums, 
reducing  the  length  of  a  medical  education  in  the  process,  far  more 
needs  to  be  done  in  this  respect. 

Medical  schools  have  sought  their  own  teaching  hospitals,  even 
though  there  may  have  been  a  surplus  of  hospital  beds  in  the  area, 
and  when  they  could  have  converted  a  community  hospital  into  a 
teaching  hospital,  thereby  upgrading  its  quality  of  care. 

There  are  undoubtedly  many  other  reasons,  including  inadequate 
tuition  charges,  the  decline  in  voluntary  donations,  and  the  lack  of 
productivity  increases  commensurate  with  those  in  the  goods  industry. 
The  inescapable  fact,  in  any  case,  is  that  the  professional  schools 
are  in  trouble. 

Growth  in  health  expenditures,  1950  -1970 
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Growth  in  medical  prices,  1960  -1070 
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SOLUTIONS  TO  THE  PROBLEMS 

The  solutions  proposed  by  the  Administration  form  an  interlocking 
strategy.  The  entire  "health  care  crisis"  is  addressed,  from  prevention 
of  illness  and  injury  to  the  financing  of  health  services,  from  incentives 
to  encourage  a  better  distribution  of  health  services  to  assistance  and 
incentives  for  our  professional  schools. 

Since  the  President's  health  message  was  delivered  on  February  18, 
and  the  Secretary  of  the  Department  of  Health,  Education,  and  Wel- 
fare testified  on  February  22  before  the  Senate  Health  Subcommittee 
on  the  Health  Care  Crisis  in  America,  two  key  criticisms  of  the  Ad- 
ministration's strategy  have  emerged.  The  first  raised  the  question  of 
"generosity" — has  the  Administration  offered  sufficient  support?  The 
second  asks  whether  private  health  insurance  should  not  be  replaced 
with  public  insurance? 

These  are  difficult  issues.  The  extent  to  which  anyone  or  any  insti- 
tution is  generous  depends  upon  the  other  things  it  wants  to  do  or 
has  to  do.  As  pointed  out  in  the  Foreword,  the  claims  for  medical  care 
cannot  be  treated  in  isolation;  there  are  other,  equally  important 
claims,  some  of  which  will  have  a  major,  indirect  impact  on  health.  It 
is  easy  to  say,  'T  would  do  more  than  you  for  so-and-so,"  if  one  does 
not  have  to  add,  "And  to  do  more,  I'll  take  from  there."  To  do  more 
in  medical  care  is  to  do  less  either  in  other  public  sector  programs  or  in 
the  private  sector  (i.e.,  raise  taxes).  The  central  issue,  therefore,  is 
really  whether,  given  all  the  other  competing  claims,  the  Administra- 
tion's strategy  is  reasonable  at  this  time.  In  future  years,  other  claims 
may  not  be  as  urgent,  and  resources  may  thus  be  freed  for  additional 
health  efforts. 
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The  second  issue — reliance  upon  the  private  insurance  industry — in 
part  poses  the  dilemma  of  the  half-filled  bottle.  Some  will  look  at  it  and 
say  it  is  half-empty,  rather  than  half -filled.  The  Administration  looks 
at  the  accomplishments  of  the  health  insurance  industry  in  the  absence 
of  guidance  or  regulation  over  the  past  two  or  three  decades — its  in- 
creasing coverage  and  diversification  of  benefits — and  concludes  that, 
on  balance,  the  bottle  is  half -filled.  It  believes  that  no  insurmountable 
problems  have  arisen,  and  that,  with  reforms,  the  bottle  can  be  filled. 

It  is  not  an  issue,  to  continue  the  metaphor,  of  "new  wine  in  old 
bottles,"  That,  too,  is  an  easy  assertion.  Rather,  it  is  a  matter  of 
preserving  and  strengthening  institutions  in  the  private  sector,  in  the 
interest  of  maintaining  pluralistic  sources  of  ideas  and  power.  For  in 
doing  so,  the  Nation  maintains  the  checks  and  balances  that  have 
been  the  strength  of  its  political  econonry.  To  abolish  the  health 
insurance  industry,  and  to  replace  it  with  a  single  Government  sys- 
tem, is  to  set  in  motion  a  series  of  events  with  a  predictable  outcome. 
At  some  point,  and  the  point  is  not  far  off,  the  economies  of  scale  are 
transformed  into  diseconomies.  The  single,  enormous  organization 
begins  to  break  down  under  the  weight  of  administrative  complex- 
ities— coordination  among  the  parts  becomes  inordinately  difficult, 
layers  of  bureaucratic  hierarchies  frustrate  communications,  and 
attention  to  quality  becomes  distracted.  These  are  common  and 
universal  experiences  with  large  organizations.  There  is  no  point 
in  comparing,  as  has  been  done,  a  single  governmental  insurance 
system  with  the  present  Social  Security  Administration  because  the 
SSA  collects  and  dispenses  money  on  a  formula  basis  in  the  absence 
of  any  discretionary  freedom.  But  a  single  governmental  system 
would  be  involved  in  a  vast  number  of  judgmental  issues  affecting  all 
parts  of  the  Nation.  Moreover,  a  monolithic  governmental  system 
would  (in  the  extant  proposal  for  such  a  system)  force  economization 
through  the  imposition  of  a  budget  ceiling — only  so  much,  and  not 
any  more,  for  the  system  as  a  whole.  This  assumes,  however,  a 
planning  and  budgeting  capability  that,  in  reality,  would  take  years 
to  muster.  It  would  also,  obviously,  invest  enormous  responsibility 
in  the  central  system.  Furthermore,  one  should  not  assume  that 
costs  can  be  transferred  from  the  heterogenous  system  we  have  to  a 
single  payroll  system  without  some  slippage.  The  experience  of  the 
United  Kingdom  indicates  a  marked  amount  of  slippage — people 
buy  services  outside  of  the  system,  so  that  the  true  costs  are  equal  to 
the  system  expenditures  plus  outside  purchases. 

Finally,  the  Administration  has  seen  no  evidence  that  justifies  the 
conclusion  that  the  private  health  insurance  industry  has  been  so 
derelict  in  performance,  and  so  unresponsive  to  private  needs,  that 
the  only  solution  is  to  abolish  the  industry.  Instruments  of  reform, 
rather  than  those  of  warfare,  appear  to  be  more  appropriate  to  the 
occasion. 

And  now  we  turn  to  the  Administration's  proposals  for  a  compre- 
hensive health  strategy. 

1.  Prevention 

Preventing  premature  deaths,  illness,  and  injury  is  a  major  part  of 
the  Administration's  strategy.  Not  only  does  prevention  alleviate 
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human  suffering,  and  perhaps  contribute  to  "a  positive  sense  of  phys- 
ical and  mental  well-being/'  but  expenditures  on  prevention  can  be 
traded  off  economically  with  expenditures  on  treatment  and  re- 
habilitation. A  major  proportion  of  the  prevention  proposals  strikes  at 
the  inequities  experienced  by  the  poor.  Other  proposals  are  targeted 
upon  major  problems  afflicting  large  numbers  in  our  population, 
irrespective  of  income.  Four  criteria  guided  selection  from  among  all 
the  alternatives.  First,  the  problem  was  important  and  widespread. 
Second,  effective  means  for  dealing  with  the  problem  were  available. 
Third,  new  opportunities  had  emerged  (as  in  cancer  research)  which 
would  be  well  worth  exploiting.  And  fourth,  the  likely  benefits  justified 
the  expected  costs. 

Welfare  Reforms. — The  President's  proposed  welfare  reforms,  while 
serving  other  purposes  as  well,  are  an  essential  element  in  the  health 
strategy.  Firmly  established  relationships  between  income  and  health 
status  point  to  an  elevation  in  health  status  through  income  main- 
tenance. In  addition,  the  negative  aspects  of  the  current  welfare  pro- 
grams, which  encourage  the  breakup  of  families  and  the  rearing  of 
children  in  the  absence  of  their  fathers,  are  undoubtedly  contributing 
to  poor  mental  health;  their  elimination  should  therefore  contribute 
to  improvements  in  mental  as  well  as  physical  health. 

Nutrition. — Inadequate  nutrition  has  been  linked  with  a  number  of 
physical  and  mental  health  problems,  from  iron  deficiency  anemia  to 
diminution  of  intellectual  performance.  In  the  past  2  years,  the 
Administration  has  increased  the  allotment  of  food  stamps,  and  has 
decreased  their  price.  Nearly  all  of  the  3,000  counties  in  the  Nation 
now  have  a  food  stamp  or  commodity  distribution  program;  they 
serve  more  than  12  million  people.  Federal  expenditures  on  food 
stamps  nearly  tripled  between  fiscal  years  1970  and  1971 — from  $577 
million  to  $1.7  billion.  The  President  has  requested  $1.9  billion  in  his 
FY  '72  budget.  Nutrition  programs  for  children,  including  the  school 
lunch  program,  nearly  doubled  between  fiscal  years  1970  and  1971, 
reaching  $951  million  in  FY  1971,  and  an  additional  $40  million  has 
been  requested  for  FY  '72.  The  Administration  has  also  liberalized 
the  regulations  of  the  school  lunch  program  to  reach  more  of  the 
needy  children. 

In  order  to  enable  people  to  make  their  own  decisions,  the  Adminis- 
tration seeks  to  substitute  income  for  services  wherever  feasible. 
Accordingly,  the  Administration  is  considering  at  this  time  substituting 
additional  income  for  food  stamps  in  its  welfare  reform  proposals. 

Poor  nutrition  is  not  a  problem  solely  of  the  disadvantaged.  The 
affluent  frequently  consume  more  calories  than  they  can  reasonably 
expend  in  work  or  play;  they  are  consuming  more  low-nutrition  snack 
food  than  ever  before  as  well  as  a  number  of  foods  with  "empty 
calories."  One  indicator  of  the  deterioration  in  the  American  diet  is 
the  65  percent  increase  in  the  consumption  of  sweets  between  1958 
and  1968.  The  Administration  proposes  bringing  together  the  forces 
of  the  Food  and  Drug  Administration,  the  Federal  Trade  Commis- 
sion, the  National  Academy  of  Sciences — National  Research  Council, 
the  Advertising  Council  of  America,  and  the  food  industry  to  develop 
nutritional  guidelines,  nutritional  labeling,  and  information  for  con- 
sumers on  proper  eating,  as  well  as  enforcing  regulations  to  ensure 
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that  the  nutritional  value  of  food  products  is  not  misleadingly  stated 
in  advertising. 

Family  Planning. — As  a  health  measure,  family  planning  not  only 
allows  women  to  avoid  the  birth  of  unwanted  children  (a  mental 
health  factor,  among  other  things),  but  can  also  prevent  illness  and 
death  of  mothers  and  children  through  the  proper  spacing  of  births 
or  the  avoidance  of  births  under  high  risk  circumstances.  In  1963-65, 
the  infant  death  rate  of  the  fifth  child  born  to  non-white  women  under 
the  age  of  20  was  127.6  per  1,000  births,  in  contrast  with  the  average 
infant  death  rate  for  non-white  women  under  the  age  of  19  of  49.5 
per  1,000  live  births.  For  fiscal  year  1972,  the  Administration  has 
requested  $173  million  for  services  and  research  on  population  and 
family  planning — an  increase  of  $64  million  over  the  preceding  year. 
With  the  family  planning  funds,  services  will  be  provided  for  half  the 
women  who  want  but  cannot  afford  them.  This  will  consititute  sub- 
stantial progress  toward  the  President's  goal  set  in  July  1969 — a  five- 
year  target  date  for  universal  access  to  family  planning  services. 

Occupational  Health  and  Safety.  —  On-the-job  accidents  resulted  in 
14,500  deaths  and  more  than  2,000,000  disabling  injuries  last  year. 
The  Administration's  new  Occupational  Health  and  Safety  Act  (1970) 
enables  the  Secretary  of  Labor  to  implement  existing  safety  standards 
and  to  establish  other  Federal  standards  within  the  next  2  years  to 
promote  occupational  health  and  safety.  The  law  also  authorizes 
emergency  temporary  standards  in  the  event  of  grave  dangers  from 
toxic  agents  or  new  hazards,  and  establishes  strict  enforcement  and 
inspection  measures.  The  Department  of  Health,  Education,  and 
Welfare  is  creating  a  new  National  Institute  for  Occupational  Health 
and  Safety  to  conduct  research  and  experiments  that  will  lead  to 
improved  and  new  standards. 

Automobile  Accidents  and  Alcholism.—In  1969,  56,000  people  were 
killed  and  4,700,000  were  injured  in  motor  vehicle  accidents.  Half  of  the 
deaths  involved  drivers  or  pedestrains  under  the  influence  of  alchol. 
Drinking  drivers  and  pedestrains  were  involved  in  at  least  800,000 
automobile  accidents.  The  Administration  has  initiated  a  compre- 
hensive program  to  reduce  alcohol-related  deaths  and  injuries  on  our 
highways.  The  program  constitutes  an  integrated  package  of  counter- 
measures  designed  to  identify,  control,  and  provide  surveillance  of  the 
drunk  driver.  Its  activities  will  impinge  on  law  enforcement,  traffic 
courts,  special  counseling  and  assistance  for  drivers,  and  public 
education.  The  Administration  has  requested  more  than  a  fourfold 
increase  in  the  appropriation  for  this  program— from  its  fiscal  1971 
level  of  $8  million  to  $35  million  in  fiscal  1972. 

Pollution  Control.—  There  is  increasing  evidence  that  persistently 
high  levels  of  air  pollution  increase  the  incidence  of  respiratory  dis- 
eases, some  skin  conditions,  and  some  of  the  chronic  diseases.  Steps 
that  are  now  being  taken  to  reduce  the  pollution  from  automobiles 
drastically  below  current  levels  by  1976,  to  develop  alternatives  to  the 
internal  combustion  engine,  to  reduce  sulfur  oxides  emissions  from 
fossil  fuels,  and  to  find  new  alternative  s  to  fossil  fuels  will  have  long- 
term  payoffs  in  prevention.  Strong  standards  and  placing  the  cost  of 
pollution  control  on  the  industries  that  produce  the  pollution,  and  on 
the  consumer  of  their  products,  rather  than,  as  now,  on  society  as  a 
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whole.  Last  year,  public  utilities  and  oter  industries  spent  nearly 
$500  million  to  control  sulfur  oxides  emissions. 

Health  Research. — The  Administration's  FY  72  budget  has  re- 
quested $1.8  billion  for  health  research,  somewhat  more  than  $100 
million  for  the  preceding  year,  and  $266  million  above  FY  1970. 
These  funds,  for  the  most  part,  will  continue  research  on  the  preven- 
tion and  control  of  the  major  diseases  and  impairments  that  afflict 
our  citizens.  In  addition,  the  Administration  has  proposed  to  launch  a 
major  program  to  conquer  cancer,  based  on  enthusiastic  reports  from 
the  scientific  community  that  an  impressive  range  of  opportunities  has 
opened  up  in  fields  such  as  genetics,  molecular  biology,  virology,  and 
cell  physiology  which  show  exceptional  promise  of  fulfilling  the  objec- 
tive. $100  million  additional  has  been  requested  for  this  purpose, 
bringing  the  budget  to  more  than  $330  million  for  cancer  research. 

The  Administration  has  also  requested  a  sixfold  increase  in  the 
budget  for  an  intensified  program  of  basic  and  clinical  research  on 
sickle-cell  anemia.  This  disease,  which  takes  its  name  from  the  shape 
of  cells  found  in  persons  with  the  disease,  results  in  general  lassitude 
and  periods  of  crisis  (attacks)  characterized  by  severe  bone  pain  and 
organ  dysfunction.  It  increases  the  susceptibility  of  a  person  to  in- 
fectious diseases.  Children  with  sickle-cell  anemia  tend  to  do  poorly  in 
school,  and  adults  have  major  employment  difficulties  resulting  from 
fatigue  and  absences.  The  disease  is  hereditary  and  is  found  almost 
exclusively  in  persons  of  African  descent.  It  is  estimated  that  about 
10  percent  of  the  black  population  in  America  carry  the  sickle-cell 
genetic  trait,  and  about  one  in  500  black  Americans  actually  has  the 
disease. 

Prevention  of  Communicable  Diseases. — Among  the  venereal  diseases, 
gonorrhea  has  been  increasing  at  the  rate  of  10  to  15  percent  a  year 
over  the  past  4  years,  and  cases  of  syphilis  also  are  on  the  upswing. 
It  is  estimated  that  there  were  2.5  million  cases  of  gonorrhea  and 
100,000  cases  of  syphilis  last  year. 

There  has  also  been  a  decline  in  immunizations  against  certain 
communicable  diseases.  The  major  problems  are  in  urban  poverty 
areas,  where  the  proportion  of  children  between  the  ages  of  1  and  4  who 
have  received  measles  vaccinations  declined  from  46  percent  in  1969  to 
41  percent  in  1970.  Vaccinations  against  diphtheria,  pertussis,  and 
tetanus  declined  in  the  same  period  from  27  percent  to  23  percent,  and 
polio  vaccinations  have  dropped  from  55  percent  to  50  percent.  Over- 
all, 10  to  15  percent  fewer  of  the  young  population  in  urban  poverty 
areas  received  vaccinations  against  these  diseases  in  1970  than  in  1969. 
The  proportion  of  the  population  now  immunized  is  so  low  that  new 
outbreaks  of  measles,  diphtheria,  and  polio  could  occur.  The  Adminis- 
tration intends  to  take  corrective  action.  Because  of  the  50  percent 
drop  in  the  price  of  rubella  vaccine,  and  slippages  in  the  purchase  of 
this  vaccine  by  State  Departments  of  Health,  $6  million  can  be  re- 
allocated for  vaccinations  against  the  communicable  diseases  enumer- 
ated above. 

Furthermore,  the  Administration  plans  to  step  up  efforts  con- 
siderably to  enable  communities  to  regain  control  over  communicable 
diseases.  An  additional  $10  million  would  be  allocated  for  these  pur- 
poses through  the  Partnership  for  Health  program. 
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Lead  Paint  Poisoning. — Paint  with  lead  in  it  poisons  about  400,000 
children  (predominantly  poor)  annually.  It  is  estimated  that  16,000 
of  these  children  require  treatment,  3,200  incur  moderate  to  severe 
brain  damage,  and  800  are  so  severely  brain  damaged  that  they 
require  care  for  the  rest  of  their  lives.  The  Administration  plans  to 
make  a  significant  start  on  programs  to  overcome  this  problem: 
The  FY  1972  budget  will  allocate  $2  million  for  this  objective. 

Product  Safety. — The  Administration  will  expand  its  efforts  to 
protect  consumers  against  hazardous  foods,  drugs,  and  other  products 
potentially  dangerous  to  health.  Inspection  of  domestic  and  imported 
foodstuffs,  along  with  research  on  foods  containing  mycotoxins 
(fungal  or  bacterial  poisons)  and  poisonous  metals,  will  be  stepped  up. 
A  program  to  review  chemicals  in  foods  will  be  established  and  a 
cooperative  program  with  industry  will  be  initiated  to  assure  the 
quality  of  foods.  Efforts  to  improve  the  safety  and  efficacy  of  drugs 
will  also  be  increased.  For  these  and  related  purposes,  $9.5  million 
has  been  incorporated  in  the  FY  1972  budget,  an  increase  of  11.5 
percent  over  the  preceding  year. 

Indian  Health. — Preventive  health  programs  are  the  major  thrust 
of  the  direct  Federal  responsibility  for  Indian  health.  As  the  result 
of  previous  efforts,  infant  death  rates  have  dropped  more  than  half 
in  the  last  15  years,  and  tuberculosis  deaths  have  declined  more  than 
threefold.  Current  emphases  are  on  sanitary  conditions,  physical 
rehabilitation,  improved  nutrition,  and  lowering  rates  of  alcoholism 
and  suicide.  The  Administration  has  proposed  increasing  the  funding  of 
Indian  health  programs  by  $18  million,  rising  from  $141  million  in 
FY  1971  to  $159  million  in  FY  72,  with  a  special  emphasis  on  building 
sanitary  facilities  in  homes  without  them. 

Personal  Responsibility  j or  Health. — Impressive  gains  in  the  preven- 
tion of  illness  and  death  could  be  made  if  our  citizens  were  better 
informed  about  the  actions  they  might  take — and  were  encouraged  to 
take — to  improve  their  health.  Over-indulgence  in  foods  and  alcoholic 
beverages,  cigarette  smoking,  excessive  use  of  drugs  and  nostrums,  in- 
adequate exercise,  and  insufficient  attention  to  indicative  physiological 
changes,  all  contribute  to  unnecessary  and  avoidable  illnesses.  The 
Administration  has  stimulated  the  formation  of  a  National  Health 
Education  Foundation,  a  private,  nonprofit  organization  that  will  re- 
ceive no  Federal  funds.  It  will  be  sponsored  by  business,  labor,  the 
health  professions,  the  insurance  industry,  and  health  and  welfare 
organizations.  The  Foundation  will  undertake  a  comprehensive  health 
education  program  to  promote  preventive  actions  that  citizens  can 
undertake  on  their  own  behalf. 

Financial  Incentives  for  Preventive  Health  Care. — As  part  of  its  in- 
surance proposals,  which  are  discussed  later,  the  Administration  has 
recommended  benefit  packages  that  include  incentives  for  preventive 
health  services,  ranging  from  immunizations  to  screening  examinations. 

These,  then,  constitute  the  alternatives  the  Administration  has 
selected  to  prevent  illnesses  and  injuries.  It  has  rejected  a  number  of 
alternatives  on  the  basis  of  the  criteria  mentioned  at  the  outset  of 
this  section.  As  time  and  circumstances  change,  and  as  we  increase 
our  knowledge  about  how  to  undertake  other  cost-effective  preventive 
measures,  the  list  will  undoubtedly  be  lengthened. 
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2.  Innovation  and  Reform  in  Health  Care: 

Health  Maintenance  Organizations 

Another  key  part  of  the  Administration's  health  strategy  is  the 
Health  Maintenance  Organization  (HMOs).  HMOs  simultaneously 
attack  many  of  the  problems  comprising  the  health  care  crisis.  They 
emphasize  prevention  and  early  care;  they  provide  incentives  for 
holding  down  costs  and  for  increasing  the  productivity  of  resources; 
they  offer  opportunities  for  improving  the  quality  of  care;  they  provide 
a  means  for  improving  the  geographic  distribution  of  care;  and,  by 
mobilizing  private  capital  and  managerial  talent,  they  reduce  the  need 
for  Federal  funds  and  direct  controls.  They  also  contain  shortcomings, 
which  will  be  described  later  on,  that  must  be  guarded  against. 

HMOs  are  organized  systems  of  health  care,  providing  comprehen- 
sive services  for  enrolled  members,  for  a  fixed,  prepaid  annual  fee.  No 
matter  how  each  HMO  may  choose  to  organize  itself  (and  there  are 
various  models),  from  the  consumer's  viewpoint  they  all  provide  a 
mix  of  outpatient  and  hospital  services  through  a  single  organization 
and  a  single  payment  mechanism.1 

Because  HMO  revenues  are  fixed,  their  incentives  are  to  keep 
patients  well,  for  they  benefit  from  patient  well-days,  not  sickness. 
Their  entire  cost  structure  is  geared  to  preventing  illness  and,  failing 
that,  to  promoting  prompt  recovery  through  the  least  costly  services 
consistent  with  maintaining  quality.  In  contrast  with  prevailing  cost- 
plus  insurance  plans,  the  HMO's  financial  incentives  encourage  the 
least  utilization  of  high  cost  forms  of  care,  and  also  tend  to  limit 
unnecessary  procedures. 

HMOs  provide  settings  for  innovative  teaching  programs  (using  the 
entire  team  of  health  professionals  and  supporting  personnel),  as  well 
as  for  continuing  education  programs  for  practitioners.  They  also 
provide  a  setting  in  which  new  technologies  and  management  tools 
can  be  most  effectively  employed,  in  which  the  delegation  of  tasks 
from  physicians  to  supporting  personnel  is  encouraged,  and  in  which 
close  and  constant  professional  review  of  performance  will  provide 
quality  controls  among  colleagues. 

HMOs  are  not  wholly  new,  and  more  than  7  million  Americans  now 
receive  comprehensive  health  care  from  HMO-type  organizations, 
and  about  20  percent  of  the  population  lives  within  their  service  areas. 
The  evidence  that  has  been  derived  from  the  existing  organizations 
provided  the  basis  for  the  Administration's  decision  to  encourage 
their  rapid  and  widespread  development. 

In  contrast  with  more  traditional  and  alternative  modes  of  care, 
HMOs  show  lower  utilization  rates  for  the  most  expensive  types  of 
care  (measured  by  hospital  days  in  particular);  they  tend  to  reduce 
the  consumer's  total  health-care  outlay;  and — the  ultimate  test — they 
appear  to  deliver  services  of  high  quality.  Available  research  studies 
show  that  HMO  members  are  more  likely  than  other  population 
groups  to  receive  such  preventive  measures  as  general  checkups  and 
prenatal  care,  and  to  seek  care  within  one  day  of  the  onset  of  symptoms 
of  illness  or  injuries. 


The  Kaiser  Permanente  health  care  organization  is  an  example  of  an  HMO. 
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These  studies  show  that  hospitalization  is  significantly  reduced  in 
HMOs,  and  that  this  reduction  is  accomplished  by  prevention,  by 
performing  more  procedures  in  the  doctor's  office  (minor  surgery,  for 
example),  and  by  reducing  unnecessary  procedures.  They  show  that 
alternative  modes  of  service  overhospitalize  for  common  respiratory 
conditions  and  for  such  minor  surgical  conditions  as  benign  neoplasms, 
tonsillectomies,  and  accidental  injuries.  Reduced  utilization  within 
the  HMO  framework  is  selective — it  reflects  rigorous  professional 
controls  and  is  not  sought  as  an  end  in  itself.  Typical  findings  are 
shown  in  the  accompanying  table. 

COMPARATIVE  PERFORMANCE  OF  HMO's  ON  HOSPITAL  USE 


HMO  Other 


Number  of  hospital  days  per  1,000  persons  per  year  .   744  955 

Number  of  hospital  admissions  per  1,000  persons  per  year   70  88 

Hospitalization  surgical  cases  per  1,000  persons  per  year   49  69 

Tonsillectomies  per  1,000  persons  per  year     47  94 


Note:  Data  standardized  for  age,  sex,  income,  residence,  and,  excepting  tonsillectomy  rates,  for  out-of-plan  services. 

Sources:  Denson  et  al.,  American  Journal  of  Public  Health  50  (November  1960).  Denson  et  al.,  Hospital  Monograph 
Series  3  (American  Hospital  Association,  1958). 

A  variety  of  research  studies  and  investigations  have  contrasted  the 
cost  of  health  care  under  HMOs  with  that  of  traditional  practice.  They 
all  tend  to  the  same  conclusion:  that  HMOs  lower  the  total  health- 
care costs  of  families  and  individuals,  and  that  their  premiums  cover 
a  greater  percentage  of  total  costs. 

This  conclusion  is  supported  by  data  from  the  Social  Security 
Administration  on  Medicare  experience:  they  show  that  some  HMOs 
are  saving  as  much  as  15  percent  on  their  elderly  enrollees,  in  com- 
parison with  costs  under  traditional  modes  of  practice.  Another 
significant  measure  of  at  least  potential  cost-savings  within  the  HMO 
framework  is  that  of  reduced  hospital  utilization  rates.  Based  on  1968 
figures,  if  the  hospital  stays  of  all  Medicare  beneficiaries  who  were 
admitted  to  the  hospital  could  have  been  reduced  by  just  one  day  on 
the  average,  the  costs  would  have  been  reduced  by  $314.6  million. 
And  the  number  of  hospital  beds  required  would  have  been  reduced 
by  15,000  for  the  year.  At  an  annual  operating  expense  of  $25,000, 
the  savings  in  one  year  on  the  beds  would  have  been  $375  million. 
Current  Medicare  data  as  well  as  the  results  of  one  particularly  careful 
study  of  family  health  care  expenses  are  shown  in  the  next  table. 


COMPARATIVE  PERFORMANCE  OF  HMO'S  ON  COST— ANNUAL  HEALTH  COSTS  PER  FAMILY 


HMO 

Insurance 
plan  1 

Insurance 
plan  2 

Premium  costs  

Out-of-pocket  costs  

$115 
137 

$110 
149 

Total  costs..  ... 

252 

259 

Note:  Data  standardized  for  age,  sex,  location,  family  size,  and  occupational  class. 

Source:  "Family  Medical  Care  under  Three  Types  of  Health  Insurance,"  Columbia  University  School  of  Public  Health, 
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Average  Medicare  Benefit  Payments  per  Person  for  HMO  and  non-HMO 

Beneficiaries  in  Two  Regions,  1968 


Medical 

Region  1:  Payments 

Non-HMO  persons   $388 

HMO  persons   $330 

HMO  as  a  percent  of  non-HMO  (15%  savings)   85% 

Region  2: 

Non-HMO  persons   $399 

HMO  persons   $379 

HMO  as  a  percent  of  non-HMO  (7%  savings)   93% 


(Data  standardized  by  age  and  residence.) 

Source:  Social  Security  Administration,  Office  of  Research  and  Statistics. 

The  best,  and  perhaps  the  only  test  of  any  health  care  system  is  the 
health  of  its  patients.  Less  hospitalization,  less  surgery,  and  lower  costs 
do  not  in  themselves  equal  desirable  care.  Costs  and  services  can  be 
low  for  undesirable  reasons. 

Results  for  three  indicators — premature  birth  rates,  infant  mor- 
tality, and  elderly  mortality — suggest  that  HMOs  can  improve 
chances  for  life  itself.  Such  results,  shown  below,  confirm  the  1967 
findings  of  the  National  Advisory  Commission  on  Health  Manpower 
that  HMOs  deliver  high  quality  care : 

COMPARATIVE  PERFORMANCE  OF  HMO'S  ON  HEALTH— PREMATURITY  AND  MORTALITY 


Traditional 
HMO  mode 


Premature  births  per  100  live  births: 

White     5.5  6.0 

Nonwhite      ....  8.8  10.8 

Infant  mortality  per  1,000  births: 

White         22.7  27.3 

Nonwhite     33.7  43.8 

Annual  mortality  of  elderly  population  (18  months  or  more  after  plan  membership)  (per- 
cent)        7.8  8.8 


Note:  Data  standardized  for  age,  sex,  income,  residence,  and,  where  appropriate,  age  of  mother. 
Sources:  Shapiro  et  al.,  American  Journal  of  Public  Health  50  (September  1960)  and  57  (May  1967). 

The  shortcomings  of  HMOs,  mentioned  earlier,  appear  to  be  these : 
One  careful  study  found  that  knowledge  about  HMOs  and  the  predis- 
position to  choose  them  over  alternative  systems  are  greater  among 
older  persons  who  are  heads  of  large  families  in  the  mid-range  of 
income  groups.  In  other  words,  they  are  people  whom  one  would 
expect  to  make  the  most  sophisticated  choices.  This  suggests  that 
effective  means  of  informing  consumers  should  precede  the  expansion 
of  HMOs  among  all  population  groups. 

More  significantly,  other  studies  have  found  that  some  individuals 
perceive  HMOs  as  impersonal,  inconvenient,  and  require  long  waiting 
to  get  services.  They  also  feel  that  there  is  a  "clinical"  or  even  a 
"charity"  atmosphere  in  the  health  care  facilities.  Most  of  these 
perceptions  apply  to  alternative  forms  of  care  as  well— but  not  all 
of  them,  and  not  so  intensely.  In  short,  there  may  be  attitudinal 
barriers  to  the  rapid  expansion  of  HMOs,  which  will  require  a  conscious 
effort  to  reduce  or  eliminate. 
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The  Administration 's  Proposals.  —  During  FY  1972,  the  Administra- 
tion will  use  various  existing  authorities  to  stimulate  the  development 
of  HMOs.  The  authorities  include:  Partnership  for  Health,  Regional 
Medical  Programs,  Health  Services  Research  and  Development, 
Hill-Burton,  and  possibly  others.  But  new  legislative  and  adminis- 
trative initiatives  will  be  needed  to  build  up  HMO  capabilities  across 
the  Nation  for  the  general  population,  and,  more  importantly,  in 
areas  where  health  care  resources  are  scarce. 

The  Administration  seeks  authorities,  therefore,  to  improve  the 
distribution  of  health  care  resources  by  providing  operating  grants 
for  HMOs  in  medically  underserved  areas,  to  cover  some  portion  of 
initial  operating  deficits,  and  to  provide  direct  loans  to  public  institu- 
tions for  initial  operating  deficits.  A  sum  of  $22  million  has  been 
requested  for  both  purposes.  In  scarcity  areas  now  served  by  Neigh- 
borhood Health  Centers,  and  similar  models,  the  Administration 
would  seek  to  have  such  facilities  eventually  become  part  of  HMOs. 

For  grants  and  contracts  with  which  to  plan  the  development  of 
new  HMOs  for  the  general  population,  the  Administration  is  proposing 
an  obligation  of  $23  million. 

Authority  for  guaranteeing  loans  sufficient  to  generate  $300  million 
in  ambulatory  facilities,  and  for  operating  deficits  of  private  sponsors, 
has  also  been  requested.  In  recognition  of  the  higher  costs  that  would 
be  sustained  by  medical  schools  in  operating  HMOs,  the  Administra- 
tion seeks  $4  million  in  grants  and  contracts  for  this  purpose. 

The  Administration  has  also  requested  $15  million  in  grants  to 
assist  the  development  of  new  Family  Health  Centers  in  scarcity 
areas,  with  the  view  toward  converting  them  into  HMOs  or  HMO- 
affiliates. 

The  Administration's  plan  would  also  provide  for  prepayment  to 
public  and  private  HMOs  for  the  care  of  Indians,  as  well  as  for  man- 
power training  in  HMO  settings.  Moreover,  while  experience  over 
the  years  indicates  that  HMOs  provide  high  quality  of  care,  the 
Administration  would  provide  additional  checks,  as  part  of  a  general 
plan  to  review  for  quality  of  care  and  for  the  utilization  of  resources 
in  all  its  new  proposals.  Accordingly,  the  Administration  proposes 
establishing  Professional  Standards  Review  Organizations  (PSROs) 
within  the  States  to  determine  whether  the  quality  of  care  meets 
professional  standards,  and  whether  resources  are  being  used  effi- 
ciently and  effectively.  They  will  review  both  health  insurance  and 
HMO  contracts.  They  will  be  under  the  direction  of  the  Secretary  of 
Health,  Education,  and  Welfare,  who  will  also  be  assisted  by  a  Na- 
tional Professional  Review  Council  in  contracting  with  PSROs.  This 
Council  will  review  the  activities  of  the  local  PSROs,  and  publish 
information  on  comparative  performance.  Furthermore,  to  provide 
another  checkpoint,  and  in  line  with  the  Administration's  efforts  to 
improve  the  planning  capability  of  State  and  local  governments, 
State  and  local  planning  agencies  will  review  and  comment  on  HMO 
proposals. 

With  regard  to  planning,  the  Administration  is  examining  the  inter- 
relationships among  State  and  areawide  planning,  Regional  Medical 
Programs,  health  maintenance  organizations,  and  Area  Health  Edu- 
cation Centers  (discussed  below)  to  develop  a  more  rational  structure 
than  exists  today  for  the  achievement  of  their  overlapping  objectives. 
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The  Administration  is  reviewing  these  alternatives  with  a  view  to 
their  legislative  base  and  the  opportunities  for  consolidation. 

Finally,  the  Administration  would  use  the  supremac}^  laws  of  the 
Constitution  to  pre-empt,  in  connection  with  Federal  insurance 
programs,  those  legal  barriers  that  limit  the  use  of  allied  health  per- 
sonnel or  the  organizational  form  of  HMOs. 

The  goals  of  the  Administration  are  to  develop  450  HMOs  by  the 
end  of  fiscal  year  1973,  100  of  which  would  serve  areas  with  a  scarcity 
of  health  care  resources.  By  the  end  of  fiscal  year  1976,  the  plan  calls 
for  1,700  HMOs  with  the  potential  of  enrolling  40  million  people,  10 
million  of  whom  would  be  in  families  with  incomes  under  $8,000  a 
year.  By  the  end  of  the  decade,  the  goal  will  be  to  have  a  sufficient 
number  of  HMOs  to  enroll  90  percent  of  the  population,  if  they 
desired  to  enroll.  Most  importantly,  the  choice  of  traditional  modes  of 
care  would  remain. 

In  the  development  of  HMOs,  as  well  as  in  the  development  of  other 
community  services  that  depend  in  part  upon  Federal  resources,  the 
Administration  is  committed  to  putting  together  "packages"  of 
resources  that  are  now  to  be  found  only  in  categorical,  earmarked 
pigeonholes.  That  is,  as  an  action  complementing  the  proposed  con- 
solidation of  grants,  the  Administration  proposes  to  enable  those 
seeking  to  achieve  national  purposes,  but  are  now  impeded  and  frus- 
trated by  the  compartmentalization  of  Federal  funding,  to  negotiate 
at  a  single  point  of  access  in  the  Government  and  with  a  single  in- 
strument for  the  combination  of  resources  needed  to  achieve  the 
purposes.  The  Administration  recognizes  that  while  specific  problems 
have  their  advocates,  at  the  community  level  the  problems  are  inter- 
related. The  resources  that  have  been  available  for  the  specific  prob- 
lems must  be  reassembled  for  a  realistic  and  holistic  community 
program. 

3.  Health  Manpower 

In  the  statement  of  the  causes  of  the  "health  care  crisis,"  the  main 
problems  were  identified  as:  poor  distribution  of  physicians,  both 
in  geographic  location  and  in  type  of  practice,  poor  utilization  of  our 
manpower  resources,  and  financial  difficulties  of  our  professional 
schools.  Although  not  contributing  to  the  crisis,  there  are  other  prob- 
lems that  a  comprehensive  manpower  strategy  should  cope  with.  One  is 
that  between  now  and  the  end  of  the  decade,  the  population  is  likely  to 
increase  by  22-27  million  people,  with  a  marked  increase  in  the 
elderly — about  4  million  more  people  over  the  age  of  65  than  todaj7". 
While  the  number  of  children  under  19  years  of  age  will  probably 
decline  by  approximately  2  million,  thereby  freeing  some  health  re- 
sources, the  increase  in  the  elderly — the  group  that  consumes  the 
largest  amount  of  health  services  in  proportion  to  their  numbers — will 
more  than  take  up  whatever  slack  is  created. 

As  a  consequence  of  expanded  insurance  coverage,  effective  demand 
for  health  services  is  likely  to  increase.  Moreover,  both  personal  income 
and  educational  attainment  will  increase  in  the  decade  ahead,  and 
because  income  and  education  correlate  with  demand  for  health  serv- 
ices, we  can  expect  additional  demands  from  this  cause. 

Finally,  in  reviewing  the  enrollments  in  professional  schools  by  race 
and  sex,  the  Administration  has  found  that  women  and  members  of 
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racial  minorities  are  vastly  under-represented  in  relation  to  their 
numbers  in  the  population.  In  1969,  fewer  than  3  percent  of  all  candi- 
dates for  medical  degrees  were  black,  and  only  8  percent  of  all  medical 
students  were  women.  In  dental  practice  at  the  present  time,  the  figures 
are  only  2  percent  in  each  case.  Medical  and  dental  schools  are  trying 
to  turn  this  situation  around,  as  evidenced  by  the  composition  of  their 
entering  classes  last  year — more  than  6  percent  black  and  11  percent 
women.  But,  clearly,  more  needs  to  be  done. 

Using  a  broader  measure — family  income — one  finds  similar  results. 
In  recent  years,  fewer  than  10  percent  of  medical  students  were  from 
families  with  $5,000  annual  income  or  less,  although  such  families 
constitute  25  percent  of  all  families  in  the  Nation. 

Thus,  providing  opportunities  for  members  of  racial  minorities, 
women,  and  students  from  low-income  circumstances  to  attend  pro- 
fessional schools  must,  in  the  name  of  fairness  and  justice,  be  included 
in  a  manpower  strategy. 

The  Administration's  proposals  in  their  entirety  come  to  grips  with 
all  of  these  problems.  Indeed,  for  example,  it  is  firmly  convinced  that 
no  reasonable  means  of  improving  the  distribution  of  health  man- 
power— the  most  severe  problem — has  been  rejected. 

Improving  the  Distribution  oj  Manpower  Resources. — In  addition  to 
the  improvement  in  distribution  that  is  anticipated  through  the  de- 
velopment of  HMOs  in  scarcity  areas  (see  preceding  section),  the 
Administration  proposes  a  wholly  innovative  $45  million  fund — Health 
Manpower  Educational  Initiative  Awards — about  $40  million  of  which 
will  be  used  to  create  Area  Health  Education  Centers  (AHECs)  in 
underserved  parts  of  the  country,  both  urban  and  rural.  These  centers 
will  be  affiliated  with  medical  schools  or  university  health  science  cen- 
ters and  will  perform  the  dual  function  of  education  in  the  health  disci- 
plines and  direct  service  to  the  surrounding  community. 

While  a  long-range  strategy  based  on  HMOs  and  AHECs  is  being 
implemented,  the  Administration  will  take  immediate  steps  to  supply 
health  manpower  in  areas  of  critical  shortage.  The  Emergency  Health 
Personnel  Act  of  1970  authorizes  the  Secretary  of  Health,  Education, 
and  Welfare  to  send  doctors,  dentists,  nurses,  and  other  health  workers 
into  scarcity  areas,  at  the  request  of  public  or  non-profit  health  agen- 
cies and  with  the  approval  of  State  and  local  governments  and  district 
medical  societies.  A  $10  million  appropriation  for  fiscal  1972  will  sup- 
port an  initial  600  to  1,000  health  personnel  in  pilot  projects. 

The  Emergency  Health  Personnel  Act  is  not  a  permanent  solution  to 
the  problems  of  manpower  maldistribution — but  it  represents  a  useful 
transition  device  until  the  overall  Administration  strategy  takes  hold. 

To  encourage  primary  care  physicians,  dentists,  and  nurses  to  prac- 
tice in  medically  underserved  areas,  the  Administration  proposes  to 
forgive  $5,000  in  loans,  plus  interest,  that  physicians  and  dentists  bor- 
row as  students,  or  25  percent  of  nurses'  loans,  for  each  year  served  in 
such  areas. 

The  Administration  would  offer  two  other  types  of  incentives  to 
shift  the  distribution  of  medical  students  more  towards  primary  care. 
At  the  undergraduate  level,  preceptorships  or  clerkships  would  be  ex- 
tablished  Avhereby  medical  students  could  gain  firsthand  experience  in 
the  practice  of  primary  care  medicine.  At  the  graduate  level,  assistance 
would  be  provided  for  setting  up  primary  care  residency  programs  in 
the  Area  Health  Education  Centers. 
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In  sum,  to  improve  the  distribution  of  health  services,  the  Adminis- 
tration is  supporting  the  formation  of  HOMs  and  Area  Health  Edu- 
cation Centers  in  scarcity  areas,  the  training  of  physicians  assistants, 
such  as  MEDEX,  forgiveness  of  loans  for  the  education  of  health 
personnel  according  to  the  type  of  practice  and  the  location  of  that 
practice,  special  projects  for  the  training  of  primary  physicians  and 
their  aides,  assistance  for  technical  development  and  its  use  (such  as 
closed-circuit  TV),  and  the  initiation  of  an  emergency  health  service 
corps.  While  the  Administration  cannot  guarantee  any  specific  degree 
of  success  for  these  measures,  it  believes  that  all  reasonable  measures 
have  been  included,  and  it  will  continue  to  search  for  new  ones. 

Improving  the  Utilization  of  Health  Manpower. — As  health  mainte- 
nance organizations  develop  and  spread,  the  utilization  of  health  man- 
power will  be  improved.  The  ratio  of  physicians  to  population  in 
HMO-type  organizations  today,  for  example,  is  approximately  1  to 
1,000,  in  contrast  with  the  average  ratio  throughout  the  Nation  of  1  to 
590,  indicating  that  HMOs  use  physician  services  more  efficiently. 

Beyond  the  expected  accomplishments  of  HMOs,  the  Administra- 
tion would  also  undertake  several  other  major  efforts  to  improve  the 
utilization  of  health  manpower.  These  include  using  present  capacity 
to  its  utmost  and  expanding  capacity  to  train  physicians  assistants, 
especially  those  who  could  be  delegated  a  significant  percentage  of  the 
tasks  of  general  practitioners,  obstetricians,  and  pediatricians.  Pro- 
grams such  as  MEDEX,  which  draw  upon  the  trained  cadre  of  ex- 
military  corpsmen,  in  conjunction  with  MEDIHC — an  information 
program  used  to  acquaint  military  corpsmen  of  opportunities  for 
civilian  health  careers — will  also  be  expanded.  Opportunities  would 
also  be  expanded  for  nurses  to  become  pediatric  nurse  practitioners, 
nurse  mid  wives,  and  public  health  nurses.  Further  development  of 
programs  to  train  dentists  to  use  one  or  more  chairside  assistants  ef- 
fectively is  also  envisioned.  Somewhat  in  excess  of  $26  million  would 
be  allocated  for  these  purposes  in  Fiscal  Year  1972. 

Another  major  effort  would  be  to  tram  plrysicians  and  dentists, 
while  still  in  professional  school,  to  work  with  all  the  members  of 
their  teams  and  to  learn  how  to  use  their  subordinates  efficiently  and 
effectively,  thus  conserving  their  own  time  and  skills  for  the  care 
they  can  uniquely  give.  Project  grants  would  be  awarded  for  this 
purpose. 

Special  efforts  would  also  be  made  to  bring  inactive  nurses  back 
into  the  labor  force.  There  are  nearly  as  many  inactive  as  active 
nurses,  and  experiences  under  several  auspices  have  indicated  that 
some  nurses  can  be  persuaded  to  undertake  short  retraining  courses 
and  then  resume  their  nursing  careers. 

Technological  development  also  offers  opportunities  for  improving 
the  utilization  of  scarce  manpower  skills,  while  also  serving  other 
purposes  such  as  improving  the  quality  of  care  and  the  distribution 
of  services.  To  illustrate:  In  Salem,  Missouri,  under  the  auspices  of 
a  Regional  Medical  Program  grant,  a  general  practitioner's  office  is 
linked  by  computer  to  a  university.  Patients  who  come  in  for  a  physical 
participate  in  feeding  information  into  the  computer,  through  a 
process  similar  to  self -instruction  teaching  machines,  and  nurses  add 
information  from  tests  they  perform.  A  great  deal  of  information  is 
available  to  the  physician  by  the  time  he  sees  the  patient,  and  his 
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own  judgmental  decisions  are  entered  into  the  patient's  computer- 
recorded  file.  Technology,  the  use  of  the  patient  as  a  participant  in 
the  process,  and  the  use  of  nurses  substituting  for  tasks  previously 
performed  by  the  physician  each  can  contribute  to  improving  utiliza- 
tion. The  Administration  will  continue  to  support  efforts  of  this 
nature. 

Student  Assistance. — One  objective  of  the  Administration,  as  noted 
earlier,  is  to  enlarge  the  opportunities  of  the  disadvantaged  to  enter 
professional  careers.  Accordingly,  under  the  Administration's  plans, 
scholarship  support  would  increase  from  $15  million  currently  to  $29 
million.  The  average  amount  of  scholarship  assistance  for  medical, 
dental,  and  osteopathic  students  would  triple — going  from  $1,000  to 
$3,000.  These  scholarships  would  be  awarded  for  the  first  two  years  of 
study,  the  years  in  which  greatest  attrition  normally  occurs.  Students 
from  disadvantaged  backgrounds  would  be  expected  to  borrow,  on 
guaranteed  loans,  to  complete  their  education,  but  a  special  provision 
in  the  Administration's  plan  would  permit  these  students  to  forego 
payment  on  their  loans  should  they  be  unable  to  complete  their  edu- 
cation. Because  studies  have  found  that  the  thought  of  indebtedness 
deters  disadvantaged  students  from  seeking  higher  education,  the 
Administration  proposes  to  remove  this  barrier. 

For  all  other  students  of  medicine,  osteopathy,  and  dentistry,  guar- 
anteed loans  up  to  $5,000  a  year  would  be  available.  No  student, 
henceforth,  will  have  to  forego  a  professional  education  because  he  is 
unable  to  gain  access  to  adequate  financing.  While  the  loan  indebtedness 
of  the  students  may  appear  to  be  large,  several  points  are  to  be  noted 
in  this  regard.  First,  if  the  professional  schools  reduce  the  length  of 
the  curriculum  from  4  to  3  years,  the  student's  maximum  loan  in- 
debtedness would  drop  from  $20,000  to  $15,000  for  his  profession 
education.  Second,  the  income  expectation  of  physicians  is  quite  large, 
and  repayment  should  be  relatively  easy.  Third,  the  risk  for  students 
is  quite  low — the  chances  of  graduating  for  an  entering  student  is 
about  92  percent  today,  and  the  percentage  climbs  after  each  suc- 
ceeding year.  Finally,  a  student  who  anticipates  the  maximum  in- 
debtedness of  $20,000  could  cancel  his  indebtedness  by  entering  a 
primary  care  field  and  by  practicing  in  a  scarcity,  area  for  4  years. 

The  Administration  has  also  proposed  extending  scholarship  support 
for  nursing  students,  whether  they  study  in  baccalaureate  institutions, 
junior  colleges,  or  in  hospital  diploma  schools,  and  increasing  the  maxi- 
mum loan  guarantee  from  $1,500  today  to  $2,500  a  year. 

Improving  the  Financial  Stability  of  Health  Professional  Schools. — 
The  Administration  proposes  a  nearly  threefold  increase  in  Federal 
support  for  basic  medical,  dental,  and  osteopathic  education.  The  funds 
would  be  provided  for  students  graduated,  rather  than  for  students 
enrolled,  and  the  schools  would  receive  $6,000  for  each  student  grad- 
uated (a  "capitation"  grant).  These  funds,  plus  the  funds  for  the 
special  projects  mentioned  earlier,  and  Federal  funds  for  other  purposes 
(participation  in  HMOs,  in  Regional  Medical  Programs,  and  so  forth), 
should  relieve  most  and  possibly  all  of  the  schools'  present  financial 
distress.  For  a  few  schools,  "emergency"  grants  may  still  have  to  be 
provided,  but  the  goal  is  to  eliminate  "crisis"  financing  in  the  near 
future. 
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It  should  be  noted  that  if  the  health  professional  schools  continue  to 
train  students  in  4  years,  they  will  receive  $1,500  per  student  each 
year,  but  if  they  shift  to  a  3  year  curriculum,  they  will  receive  $2,000 
per  student.  The  report  of  the  Carnegie  Commission  on  Higher  Educa- 
tion and  the  Nation's  Health  (October  1970)  estimated  that  a  shift  to 
3  years  would  produce  potentially  a  saving  of  more  than  a  third  of  the 
total  cost  of  training  physicians  and  dentists.  That  would  depend, 
however,  on  how  the  schools  go  about  collapsing  the  curriculum.  For 
the  student,  the  shift  would  mean  a  saving  of  one  year's  expenditures 
on  his  education  (again,  depending  on  how  the  curriculum  is  shortened) 
plus  the  earnings  now  foregone  during  the  fourth  year  of  training.  For 
the  manpower  supply,  it  will  mean  a  one-time  bonus  of  an  extra 
graduating  class. 

By  rewarding  the  schools  for  their  output — their  graduates — the 
Administration's  proposals  should  also  provide  incentives  for  increas- 
ing the  efficiency  of  the  educational  process.  It  offers  an  incentive 
to  the  schools  to  fill  places  vacated  by  "drop-outs"  and  to  integrate 
the  basic  science  curriculum  of  the  professional  schools  with  the  basic 
science  departments  in  nearby  or  parent  universities.  Attrition  is 
now  running  about  8  percent  of  enrollment,  or  between  800  and  900 
medical  students.  About  250  of  these  places  will  be  filled  by,  for 
example,  American  students  who  are  studying  in  foreign  medical 
schools.  But  the  unfilled  places — 550  to  650 — represent  the  output 
of  five  to  seven  medical  schools,  which  is  a  costly  loss  to  society. 

Increasing  the  Supply  of  Health  Manpower. — While  poor  distribution 
and  utilization  are  at  the  root  of  our  health  manpower  problems,  the 
Administration's  strategy  proceeds  from  the  assumption  that  these 
problems,  for  the  most  part,  must  be  addressed  at  the  margin — in 
terms  of  each  new  increment  in  manpower — where  prospects  for 
success  are  greatest.  Physicians  and  dentists  with  established  and 
successful  practices  in  affluent  suburbs  are  not  likely  to  move  to 
scarcity  areas,  and  they  cannot  be  ordered  to  move  into  urban  ghettoes 
or  into  isolated  rural  areas.  It  is  also  wholly  unrealistic  to  expect  an 
experienced  radiologist  or  pathologist  suddenly  to  switch  to  primary 
care.  Moreover,  although  older  physicians  can  and  do  employ  assist- 
ants of  one  kind  or  another,  most  of  them  lack  either  the  inclination 
or  the  knowledge  to  make  the  fullest  possible  use  of  assistants.  In 
each  of  these  instances,  it  makes  far  more  sense  to  look  to  the  new 
professional  as  the  agent  for  change.  Finally,  we  must  plan  ahead 
for  changes  in  population  and  in  the  effective  demand  for  services, 
mentioned  earlier,  and  increase  the  supply  accordingly.  The  penalty 
for  not  acting  to  increase  the  supply  of  health  manpower  could  be 
very  high.  Therefore,  the  Administration  proposes  to  use  special 
grants  and  construction  awards  (both  grants  and  guaranteed  loans) 
to  increase  the  supply  of  health  manpower. 

Less  crucial,  but  not  unimportant  in  the  resolution  of  the  health 
manpower  problems  of  the  Nation,  is  the  assistance  the  Federal  Gov- 
ernment can  offer  to  such  other  health  professionals  as  veterinarians, 
podiatrists,  pharmacists,  and  optometrists.  The  Administration  has 
requested  new  authority  to  expand  educational  opportunities  in  these 
fields  for  disadvantaged  students,  to  train  new  types  of  health  service 
personnel,  to  promote  preventive  medicine,  to  include  them  in  the 
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team  approach  to  delivering  health  services,  and  to  improve  the  dis- 
tribution of  trained  personnel  in  these  professions. 

Finalty,  the  Administration's  manpower  strategy  calls  for  a  number 
of  related  and  interlocking  actions  to  improve  the  use  of  our  man- 
power resources.  The  first  is  an  intensive  examination  and  resolution 
of  the  problems  associated  with  medical  malpractice.  The  second  is  to 
improve  the  opportunities  for  upward  mobility  among  individuals  in 
allied  health  and  nursing  professions;  this  will  be  accomplished  by 
assisting  in  the  development  of  equivalency  examinations  to  enable 
these  individuals  to  substitute  experience  for  education.  The  third  is  to 
develop  model  laws  and  other  procedures  by  which  legal  barriers  to 
career  development  and  the  efficient  use  of  manpower  can  be  lowered 
or  eliminated. 

The  Administration  has  proposed  a  comprehensive  manpower 
strateg}7  designed  to  overcome  the  crucial  problems  of  today,  and  to 
prepare  for  the  likety  eventualities  of  the  future.  The  Administration's 
FY  1972  budget  calls  for  a  total  of  more  than  $1.1  billion  for  education 
and  training  of  health  manpower;  more  than  half  of  this  total  would  be 
administered  by  the  Department  of  Health,  Education,  and  Welfare. 

4.  Improving  the  Financing  of  Health  Services 

The  key  problems  that  were  identified  in  relation  to  the  financing  of 
services  were:  inadequate  access  to  care  because  of  financial  barriers, 
inadequate  benefits  for  man}7  people  who  have  insurance  coverage,  and 
unnecessarhV  high  costs  resulting  from  a  mutually  reinforcing  financing 
and  deliver}7  s3Tstem.  The  Administration's  objectives,  therefore,  are 
to  reverse  these  circumstances — i.e.,  to  increase  access  to  care  by 
lowering  financial  barriers,  to  see  that  insurance  coverage  provides 
adequate  benefits,  and  to  provide  a  link  between  the  financing  and 
deliver}7"  system  so  that  unnecessarily  high  costs  may  be  avoided. 

The  Administration  proposes  a  national  health  insurance  program, 
providing  some  financial  protection  for  everyone.  It  is  not  a  nationalized 
health  insurance  program,  for  it  does  not  require  the  Federal  Govern- 
ment to  assume  the  entire  national  health  care  bill.  It  is  a  partnership 
between  the  public  and  private  sectors,  designed  to  build  upon  the 
durable  parts  of  the  existing  base  of  private  and  public  health  insur- 
ance, and  extend  coverage  to  all  families  with  children. 

National  Health  Insurance  Partnership  Act  (NHIP). — A  substantial 
majority  of  American  families  have  some  form  of  health  insurance, 
primarily  through  employer-employee  plans.  To  extend  this  coverage 
to  allemployed  individuals  and  families  that  include  employed  persons 
and  to  ensure ^ that  the  benefits  are  adequate,  the  Administration  pro- 
poses the  National  Health  Insurance  Partnership  Act.  This  Act  would 
require  employers  to  provide  basic  health  insurance  benefits  for  their 
employees  and  their  families,  and  to  share  the  costs  with  them. 

Because  the  employer-employee  plan  would  not  meet  the  needs  of 
families  headed  by  an  adult  who  is  not  usually  employed,  and  thus 
ensure  adequate  protection  for  "poor"  and  "working  poor"  families, 
the  Administration  proposes,  as  a  complement  to  this  Act,  a  Federally- 
assisted  Family  Health  Insurance  Plan  (FHIP).  FHIP  would  replace 
the  current  Medicaid  program  for  low-income  families  with  children, 
but  Medicaid  will  continue  to  provide  benefits  for  the  poor  who  are 
blind,  disabled,  and  aged. 
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Medicare  will  continue  to  provide  protection  for  the  elderly,  but  the 
burden  of  the  monthly  premiums  will  be  removed  through  absorption 
into  employee-employer  contributions  to  Social  Security. 

Under  NHIP,  every  employer  subject  to  the  Act  will  be  required  to 
provide  approved  health  insurance  coverage  for  all  employees  who 
work  more  than  25  hours  a  week,  and  employees  will  be  able  to  bring 
suit  in  Federal  courts  to  compel  compliance  with  the  Act. 

To  qualify  for  approval  under  the  Act,  employers  must  offer 
insurance  plans,  with  the  following  benefits,  to  every  employee  and 
each  member  of  his  family: 

Inpatient  hospital  care; 

Physician's  visits  at  home,  hospital,  office  or  clinic,  including 
well-child  care; 

Routine  eye  examinations  for  children  under  the  age  of  twelve; 
Maternity  care,  prenatal  and  postnatal  physician's  services,  and 
family  planning  services; 

Emergency  ambulatory  care,  including  dental  services,  for 
accidental  and  other  injuries;  and 
X-ray  and  laboratory  services. 
Providers  of  services  under  these  insurance  plans  will  be  required  to 
satisfy  the  conditions  of  quality  control,  claims  review,  and  utilization 
review  now  required  by  Medicare:  (See  also  the  comments  on  Profes- 
sional Standards  Review  Organizations  at  the  end  of  the  section  on 
health  maintenance  organizations.) 

Every  plan  must  also  allow  the  employee  the  option  of  enrolling  in  a 
prepaid  health  maintenance  organization — a  requirement  that  forges 
a  link  between  the  financing  and  delivery  systems. 

Every  employee  may  be  expected  to  assume  a  limited  share  of  the 
financial  costs  for  the  medical  services  used  by  his  family.  This  share 
("deductibles")  may  not  be  in  excess  of  the  reasonable  cost  of  two 
days'  hospital  room  and  board  for  hospital  inpatient  services,  plus 
25  percent  of  the  remaining  cost  of  such  services  ("coinsurance"). 
There  would  also  be  a  deductible  of  $100  for  each  family  member,  up 
to  three  members,  for  covered  medical  and  other  health  services, 
plus  25  percent  coinsurance  of  the  remaining  cost  of  such  services. 
When  total  expenses  of  an  individual  reach  $5,000,  the  employee  pays 
no  further  deductibles  or  coinsurance,  meaning  his  maximum  is  about 
$1,500. 

Approved  plans  must  also  provide  maximum  benefits  of  at  least 
$50,000  per  family  member  over  the  life  of  the  contract,  with  $2,000 
of  the  exhausted  benefits  restored  each  year.  For  pre-existing  condi- 
tions, benefits  may  not  be  denied  for  more  than  6  months  from  the 
date  of  the  initial  coverage,  and  the  plan  may  contain  no  such  exclusion 
for  maternity  care.  Coverage  must  be  extended,  if  the  employee  so 
desires,  for  at  least  90  days  after  his  employment  has  been  terminated. 

The  cost  of  coverage  under  the  Act  would  be  borne  jointly  by 
employers  and  employees.  During  a  transition  period  of  two  and  one- 
half  years,  the  employer  would  be  required  to  contribute  at  least  65 
percent  of  the  plan.  Thereafter,  the  minimum  employer  contribution 
would  be  75  percent.  The  lower  contribution  rate  in  the  initial  period 
is  intended  to  ease  the  burden  of  adjustment  to  the  new  system. 

The  Administration's  proposal  would  be  come  effective  on  Julv  1 , 
1973. 
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The  Family  Health  Insurance  Plan  (FHIP). — Poor  and  near-poor 
families  will  be  provided  with  health  insurance  protection  through  the 
proposed  Federal  Family  Health  Insurance  Plan,  FHIP  is  designed  to 
replace  Title  XIX  of  the  Social  Security  Act — popularly  known  as 
Medicaid — for  low-income  families  with  children.  The  shortcomings  of 
Medicaid  are  so  great,  it  has  become  essential  to  replace  it.  These 
shortcomings  include  striking  variations  in  the  value  of  benefits  to 
families  in  similar  circumstances  residing  in  different  States,  and  wide 
variations  in  benefits,  eligibility,  and  population  coverage.  Thus,  Fed- 
eral dollars  are  being  distributed  very  unevenly  and  inequitably  among 
the  low-income  population  in  the  program. 

Moreover,  exclusion  of  the  ''working  poor"  increases  the  inequities 
of  the  existing  welfare  system,  so  that  half  of  the  ten  million  poor  chil- 
dren in  the  Nation  receive  no  publicly  assisted  health  services.  This 
discrimination  creates  two  potentially  serious  side-effects  for  the 
family.  First,  it  encourages  marital  breakup,  since  female-headed 
families  can  qualify  for  benefits,  while  male-headed  families,  in  most 
cases,  cannot.  Second,  it  discourages  the  male  head  of  a  family  from 
working  by  making  full  benefits  available  to  families  headed  by  unem- 
ployed males,  while  denying  similar  benefits  to  those  headed  by  em- 
ployed males. 

A  further  inequity  is  that  public  assistance  recipients  receive  full 
benefits,  at  no  cost,  up  to  the  income  at  which  they  leave  the  welfare 
rolls.  At  that  point,  they  lose  all  benefits.  Families  whose  earnings  take 
them  just  above  the  cutoff  may  therefore  be  worse  off  than  if  they  were 
still  on  welfare.  This  abrupt  termination  of  benefits  can  be  a  serious 
barrier  to  self-sufficiency.  Those  who  are  familiar  with  the  Administra- 
tion's welfare  reform  proposals  will  note  that  the  proposed  health  in- 
surance reforms  are  meshed  with  welfare  reforms.  Moreover,  while 
families  would  make  increasing  payments  for  insurance,  their  income 
would  be  rising  under  welfare  reforms. 

The  shortcomings  of  Medicaid  suggest  that  an  equitable  program 
of  medical  assistance  for  low  income  families  must  meet  additional 
criteria  for  there  to  be  a  fully  effective  program.  It  must  eliminate 
geographical  inequities,  categorical  inequities,  work  disincentives, 
and  ensure  adequate  protection.  It  should  also  promote  the  develop- 
ment of  health  maintenance  organizations,  and  foster  efficiency  in  the 
health  sector. 

In  the  Administration's  proposal,  eligibility  for  FHIP  would  be 
based  upon  family  income,  adjusted  for  family  size.  Families  with 
incomes  up  to  $5,000  for  a  family  of  four  (the  median  size  of  FHIP 
families),  who  do  not  have  health  insurance  protection  through  a  re- 
quired employer-employee  plan,  would  be  eligible  for  FHIP.  About 
5.4  million  families  with  children  fall  below  these  income  limits,  and 
about  3  million  of  these  would  be  eligible  for  FHIP  benefits,  including 
migrants,  domestics,  and  other  part-time  workers  as  well  as  non- 
workers.  The  income  limits  for  family  sizes  up  to  seven  are  shown 
below. 

Income  limit  for  FHIP  eligibility 

Family  size: 


2   $3,400 

3   4,  200 

4   5,  000 

5   5?  800 

6  ___  6,400 

7   7,  000 
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These  income  limits  were  chosen  because  they  include  the  popula- 
tion with  the  least  adequate  private  health  insurance  coverage,  and 
for  whom  private  coverage  is  unlikely  to  provide  the  required  pro- 
tection. While  85  percent  of  families  with  incomes  above  $5,000  have 
some  private  health  insurance,  only  45  percent  of  those  below  $5,000 
have  private  coverage.  Even  in  the  income  range  from  $5,000  to 
$7,000,  almost  80  percent  of  all  families  have  some  private  insurance. 
The  most  substantial  gap  in  private  coverage  exists  for  families  below 
the  $5,000  income  level.  FHIP  is  designed  to  fill  that  gap  for  those  who 
do  not  qualify  for  mandatory  employer-employee  insurance  under  the 
NHIP  Act. 

A  small  fraction  of  the  families  above  the  FHIP  eligibility  cutoff 
does  not  now  have  private  coverage,  and  an  additional  number  have 
inadequate  health  insurance  protection.  The  NHIP  Act  will  provide 
coverage  for  most  of  these  families.  Employer-employee  health 
insurance  will  close  the  gap  without  displacing  the  private  coverage 
now  enjoyed  by  the  vast  majority  of  families  in  these  higher  income 
brackets,  and  without  imposing  a  huge  expense  on  the  general 
taxpayer. 

Families  enrolled  in  FHIP  will  be  eligible  for  assistance  in  meeting 
expenses  for: 

Physicians'  visits  at  home,  office  or  clinic,  up  to  a  maximum  of 
eight  visits  per  person  per  year;  this  maximum  will  not  apply, 
however,  to  visits  for  prenatal,  postnatal,  or  well-child  care,  or 
family  planning; 

Maternity  care,  prenatal  and  postnatal  physicians'  services, 
well-child  visits  for  children  below  the  age  of  5  years,  and  family 
planning  services; 

Out-of -hospital  laboratory,  x-ray  and  surgery; 

Emergency  ambulatory  care  within  24  hours  of  accidental 
injury;  and 

Hospital  care  and  related  physicians'  services,  up  to  30  days  per 
person  per  year;  or  the  cost-equivalent  of  hospital  care  for  skilled 
nursing  home  services  or  approved  home  health  services. 

All  providers  of  covered  services  will  be  subject  to  the  conditions  of 
quality  control,  claims  review,  and  utilization  review  required  by 
Medicare.  Families  enrolled  in  FHIP  may  elect  to  receive  services  either 
from  individual  providers  or  from  a  health  maintenance  organization. 
In  the  latter  case,  FHIP  will  make  a  direct  payment  to  the  HMO,  on 
a  capitation  basis,  equal  to  average  FHIP  reimbursements  to  covered 
families  in  the  area. 

The  specific  package  of  covered  services  includes  the  essential  medi- 
cal services  required  for  adequate  family  health  care.  Outpatient  care 
is  covered  in  order  to  encourage  the  use  of  preventive  and  health 
maintenance  services  that  reduce  the  probability  of  serious  illness  and 
the  necessity  of  prolonged  hospital  stays.  In  addition,  the  inclusion  of 
outpatient  services  will  discourage  the  use  of  costly  inpatient  pro- 
cedures when  less  expensive  outpatient  treatment  may  be  substituted. 

As  explained  earlier,  the  value  of  benefits  under  a  medical  assistance 
program  should  decline  smoothly  as  income  rises  to  the  eligibility 
cutoff  level,  in  order  to  avoid  the  disincentive  effect  of  an  abrupt 
termination  of  benefits  at  that  point. 
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There  are  two  principal  ways  in  which  the  value  of  coverage  can  be 
reduced  as  income  rises.  First,  the  family  may  be  required  to  pay 
income-related  premiums  in  order  to  qualify  for  coverage.  Second, 
coverage  under  the  program  may  require  covered  families  to  make 
deductible  and  coinsurance  payments,  with  the  size  of  these  payments 
scaled  to  family  income.  FHIP  includes  both  forms  of  family  con- 
tributions, Since  these  features  are  central  to  the  design  of  FHIP, 
it  is  important  that  they  be  clearly  understood. 

The  FHIP  premium  is  a  periodic  payment  based  solely  on  family 
income,  regardless  of  the  family's  use  of  medical  care.  It  is  directly 
analogous  to  premiums  paid  for  private  insurance,  except  that  it  is 
scaled  to  income.  (Families  covered  by  FHIP  would  have  their 
premiums  deducted  from  their  assistance  checks.)  A  family  of  four 
would  pay  the  following  annual  FHIP  premiums  at  the  indicated 
income  levels: 


Family  income: 

$0-$3,000___   0 

$3,500   $25 

$4,000   50 

$4,500   75 

$5,000   100 


In  addition  to  the  FHIP  premium,  the  value  of  benefits  would  be 
reduced  by  income-related  deductibles  and  coinsurance.  The  FHIP 
deductible  is  denned  in  terms  of  the  number  of  days  of  hospital 
services  for  which  the  covered  family  is  financially  responsible;  both 
the  deductible  and  coinsurance  vary  with  family  income.  The 
deductible  and  coinsurance  provisions  for  a  family  of  four  are  shown 
in  the  table  below. 


Hospital  Other  Outpatient 

deductible1         deductible       coinsurance 2 


Family  income  (days)       (per  family)  (percent) 


$0  to  $3,000       0  0  0 

$3,000  to  $3,500     1  0  0 

$3,500  to  $4,000     1  $50  0 

$4,000  to  $4,500      1  50  10 

$4,500  to  $5,000      2  100  25 


1  Assessed  at  average  per  diem  charges  for  room  and  board,  not  actual  charges. 

2  Applied  to  all  outpatient  services  except  maternity  and  well-child  care. 

As  the  table  indicates,  a  family  of  four  with  incdme  below  $3,000 
would  pay  no  deductible  or  coinsurance.  At  an  income  of  $4,000,  the 
family  would  pay  for  the  first  day  of  hospital  care  used  by  each  family 
member,  a  $50  annual  deductible  and  10  percent  of  the  cost  of  out- 
patient care,  except  for  maternity  and  well-child  care.  The  hospital 
deductible  is  assessed  at  the  average  daily  cost  of  room  and  board 
(currently  about  $50),  rather  than  actual  expenses  incurred.  Any 
expenses  in  excess  of  the  family's  deductible  and  coinsurance  liabilities 
would  be  reimbursed  by  FHIP. 

Taken  together,  the  FHIP  provisions  slowly  increase  the  financial 
liability  of  a  family  at  the  income  cutoff  for  FHIP  eligibility  to  approx- 
imately the  beginning  level  under  the  NHIP  Act,  so  there  will  be  no 
reduction  in  benefits,  or  increase  in  cost  of  coverage,  as  the  family  loses 
its  FHIP  eligibility.  Thus,  there  will  be  no  work  disincentive  associated 
with  the  program. 
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The  cost-sharing  charges  in  FHIP  are  carefully  graduated  with 
income  to  ensure  that  they  do  not  present  an  insurmountable  barrier 
to  necessary  care,  while  still  being  significant  enough  to  discourage 
excessive  utilization  of  health  services.  Moreover,  the  form  of  the 
cost-sharing  provisions  wall  provide  positive  incentives  for  efficient 
choices  among  the  various  types  of  care  and  providers.  A  one-day 
hospital  deductible  will  discourage  the  use  of  high-cost  inpatient 
facilities  for  procedures  that  can  be  performed  as  effectively  on  an 
outpatient  basis.  By  eliminating  the  family  portion  of  Medicaid, 
taxpayers  will  save  $1.8  billion  against  the  total  Federal  cost,  resulting 
in  a  net  additional  Federal  cost  above  Medicaid  for  FHIP  of  $1.2 
billion. 

The  States,  relieved  of  responsibility  for  their  share  of  the  family 
portion  of  Medicaid,  may  save  as  much  as  $1.8  billion.  The  States  will 
be  encouraged  to  use  a  part  of  this  saving  to  supplement  the  basic 
Federal  benefit  package  by  providing  services  not  covered  by  FHIP. 

The  effective  date  for  the  Familv  Health  Insurance  Program  would 
be  July  1,  1973. 

Ensuring  Access  to  Medical  Care  for  Other  Groups. — Neither  the 
National  Health  Insurance  Partnership  nor  the  Family  Health 
Insurance  Program  will  meet  the  medical  care  needs  of  the  elderly, 
poor  adults  not  living  in  families  with  children,  and  the  self-employed. 
The  Administration^  health  strategy  also  makes  provisions  for  these 
groups. 

First,  it  proposes  to  eliminate  the  premium  now  charged  aged 
beneficiaries  for  outpatient  protection.  This  change  will  save  elderly 
persons  an  estimated  $1.4  billion  a  year  in  premium  payments,  offset 
in  part  (by  $400  million)  in  additional  cost-sharing.  It  will  be  financed 
by  changing  Social  Security  payroll  deductions.  Second,  the  Admin- 
istration proposes  that  Medicare  beneficiaries  be  enabled  to  use  their 
coverage  to  enroll  in  a  health  maintenance  organization. 

FHIP  will  replace  only  the  family  portion  of  Medicaid,  The  Med- 
icaid program  for  adult  categories — providing  medical  assistance  for 
the  aged,  the  blind,  and  the  disabled — will  continue  unchanged.  The 
Department  of  Health,  Education  and  Welfare  is  reviewing  this 
program  to  see  how  it  might  be  improved. 

In  order  to  ensure  that  health  insurance  is  available  to  self-employed 
persons  and  unemployed  single  individuals  or  couples,  the  National 
Health  Insurance  Partnership  Act  will  require  those  insurance  com- 
panies offering  employer-employee  plans  to  participate  in  pools  that 
will  make  group  plans  available  to  any  individual  or  family  not 
eligible  for  this  coverage.  Premiums  for  these  group  plans  will  be  sub- 
ject to  approval  by  the  Department  of  Health,  Education  and  Welfare, 
and  the  plans  will  be  required  to  provide  the  same  minimum  benefits 
as  employer-employee  plans.  Although  the  plans  will  not  be  sub- 
sidized, individuals  enrolled  in  them  will  be  able  to  take  advantage 
of  savings  possible  through  group  coverage.  The  group  plans  will 
also  ensure  that  no  one  is  denied  coverage  because  he  is  a  "poor  risk." 

Regulation  of  the  Health  Insurance  Industry. — In  the  past,  some 
insurance  carriers  have  abused  their  trust  by  not  conveying  to  the 
consumer  with  clarity  the  coverage  and  exclusions  in  his  contract. 
Some  have  failed  to  perform  claims  and  utilization  reviews,  or  ex- 
cluded high  risk  groups,  or  cancelled  policies  suddenly.  The  Ad- 
ministration proposes  to  regulate  the  insurance  industry,  which  is 
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essentially  unregulated  at  this  time.  Not  only  will  the  abuses  be 
prevented  in  the  future,  but  citizens  will  have  better  and  cheaper 
coverage  through  competition  among  carriers. 

Additional  Benefits  in  the  Future. — As  the  economy  expands,  and 
additional  resources  become  available  for  health  services,  it  should  be 
feasible  to  add  benefits  to  both  parts  of  the  National  Health  Insurance 
Partnership  plan.  Among  the  range  of  alternative  benefits,  the  most 
desirable  addition  that  can  be  foreseen  at  this  time  would  be  for 
outpatient  psychiatric  care,  prescription  drugs,  and  dental  care  for 
children.  Besides  additional  resources  for  these  purposes,  we  shall 
also  need  to  develop  techniques  with  which  to  review  and  evaluate  the 
utilization  of  these  services,  to  avoid  either  under-  or  over-utilization. 

These,  then,  are  the  Administration's  health  insurance  proposals. 
They  are  national  in  scope;  they  draw  upon  the  strengths  of  both 
the  private  and  public  sectors;  they  offer  the  means  for  correcting 
past  weaknesses.  The  Administration's  plan  lowers  financial  barriers 
to  health  care,  enlarges  the  benefits,  and  affords  a  number  of  oppor- 
tunities for  bringing  costs  within  a  reasonable  range. 

SUMMAEY  OF  EFFORTS  TO  CONTROL  MEDICAL  COSTS 

The  Administration's  proposals  contain  an  interrelated  set  of 
measures  to  reduce  the  inflation  in  medical  costs.  The  objectives  are 
twofold :  to  reduce  the  annual  per  capita  expenditures  on  medical  care, 
and  to  reduce  the  unit  cost  of  providing  care. 

With  respect  to  reducing  the  rate  of  increase  in  annual  per  capita 
expenditures,  the  relevant  proposals  of  the  Administration  are  those 
that:  emphasize  a  broad  and  concerted  preventive  effort,  including  the 
actions  that  citizens  may  take  on  their  own  to  reduce  the  need  for  care ; 
the  reduction  in  unnecessary  utilization  of  services  through  scaled 
deductibles  and  coinsurance  in  the  health  insurance  plans  and  through 
co-payments  under  Medicare;  and  the  availability  of  low-cost  group 
insurance  rates  for  those  people  now  covered  by  high-cost  individual 
plans. 

With  respect  to  reducing  the  rate  of  increase  in  the  unit  cost  of 
providing  care,  the  relevant  proposals  of  the  Administration  are  those 
that  encourage  the  establishment  of  health  maintenance  organiza- 
tions, with  their  own  built-in  incentives  for  efficiency;  strengthen  State 
and  local  planning  capability  to  rationalize  expenditures  on  capital 
facilities  and  other  resources ;  promote  the  use  of  physicians  assistants 
and  other  assistants  of  physicians  and  dentists,  as  well  as  capital 
equipment,  to  substitute  less-expensive  care  without  a  loss  in  quality; 
prospective  reimbursement  experiments  under  Medicare;  ceilings  on 
physicians'  fees;  and  review  for  quality  and  performance  by  Profes- 
sional Standards  Review  Organizations — to  reduce  unnecessary  sur- 
gery and  the  maintenance  of  under-utilized  but  expensive  facilities 
(such  as  seldom-used  open-heart  surgery  teams),  as  well  as  improper 
utilization  of  health  care  resources. 

While  it  is  impossible  at  this  time  to  specify  the  degree  to  which 
these  anti-inflationary  measures  will  be  successful,  or  their  precise 
effects  in  reducing  the  rise  in  medical  costs,  they  constitute  a  knitting 
together  of  an  array  of  means  with  which  to  attack  this  problem.  As 
other  reasonable  courses  of  action  present  themselves  for  controlling 
medical  costs,  they  will  be  adopted. 


4.  NATIONAL  HEALTH  INSURANCE :  AN  ANALYSIS* 


Background  of  National  Health  Insurance 

The  idea  of  national  health  insurance  (NHI)  is  not  new.  At  the 
close  of  World  War  I,  the  American  Medical  Association,  which  was 
then  dominated  by  academic  physicians,  proposed  comprehensive, 
tax-financed  health  insurance  coverage.  The  membership  soon  repu- 
diated this  plan  and  the  idea  la}^  dormant  for  many  years.  It  was 
revived  periodically  during  the  Roosevelt  and  Truman  administra- 
tions, but  opposition  by  most  organized  producer  groups  produced 
legislative  defeat.  Instead,  in  1950,  Congress  inaugurated  federal 
sharing  in  state  vendor  payments  for  the  medical  care  of  public 
assistance  recipients;  and,  in  1960,  it  liberalized  federal  sharing  in 
such  payments  under  old  age  assistance  and  established  a  grant 
program  of  medical  assistance  for  the  aged  to  cover  the  "medically 
indigent."  From  such  beginnings  came  Medicare  and  Medicaid  in 
1965.  In  these  programs,  medical  coverage  financed  through  the  social 
security  system  was  provided  for  everyone  over  65  eligible  for  social 
security  and  railroad  retirement,  and  federal  supplements  of  state 
medical  programs  for  the  poor  and  "medically  indigent"  were  formal- 
ized and  expanded.  Thus,  the  federal  government  acquired  a  big 
stake  in  the  medical  care  system. 

Simultaneously  with  the  implementation  of  Medicare  and  Medicaid 
in  1966,  the  rate  of  inflation  in  medical  care  prices,  which  had  consist- 
ently been  higher  than  that  of  the  general  price  index,  began  to  increase 
at  an  even  greater  rate.  With  the  government  a  major  purchaser  of 
medical  care,  higher  unit  prices  meant  higher  tax  costs  for  the  public 
programs.  To  some  extent,  these  rising  costs  were  offset  by  de  facto 
benefit  reductions,  steps  that  generated  considerable  controversy  and 
criticism.  Nevertheless,  the  costs  of  Medicare  and  Medicaid  continued 
to  rise  and  continued  to  be  underestimated.  It  was  this  situation 
which  prompted  President  Nixon  to  declare  that  the  nation  faced 
a  crisis  in  medical  care. 

Some  critics  of  current  health  policies  have  tended  to  lay  the  blame 
for  this  situation  on  the  medical  care  industry  itself — to  claim  that 
the  high  and  rising  prices  were  caused  by  the  organization  (or  lack 
of  it)  of  the  industry  and  that,  therefore,  more  and  stricter  govern- 
ment controls  were  necessary.  There  is  a  bit  of  truth  in  this  assertion — 
in  the  sense  that  the  government  needs  complete  control  if  it  is  to 
control  completely.  So  long  as  the  government  is  only  a  minority 
purchaser,  even  if  a  large  one,  much  of  what  happens  in  the  industry 
is  caused  by  factors  outside  of  its  control.  What  is  not  so  obvious  is 
how  the  "disorganization  of  the  industry"  can  be  responsible  for 
rising  prices.  It  would  seem  that,  at  worst,  such  "slack"  or  "waste" 
would  lead  to  prices  that  are  higher  than  they  otherwise  would  have 
been,  but  not  necessarily  to  prices  that,  once  high,  would  continue  to 

*Pauly,  Mark.  National  health  insurance:  an  analysis.  Washington,  American  Enterprise  Institute  for 
Public  Policy  Research,  [1971]  48  p.  Reprinted  by  permission. 
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rise  at  a  more  rapid  rate  than  they  otherwise  would  have  risen. 
Indeed,  there  is  some  reason  to  believe  that  the  surge  of  demand  and 
erosion  of  resistance  to  price  increases  that  have  accompanied  the 
spread  of  coverage  under  Medicaid  and  Medicare  have  themselves 
contributed  to  the  acceleration  of  the  rate  of  price  increases. 

In  any  case,  those  who  favored  greater  public  control  over  the  medi- 
cal care  sector  saw  in  NHI  a  vehicle  for  achieving  such  control — 
although,  as  will  be  shown  below,  NHI  is  not  necessary  to  the  end.  The 
consuming  public,  critical  of  the  increases  in  both  medical  care  costs 
and  medical  insurance  premiums,  might  be  receptive  to  political 
promises  to  provide  that  insurance  for  "free."  Finally,  providers  of 
care  had  found  Medicare  and  Medicaid  to  be  financial  boons.  For 
physicians,  these  programs  have  meant  that  patients  who  previously 
were  able  to  pay  only  reduced  prices  for  care  could  now  be  charged 
the  full  price.  Thus,  there  has  been  less  resistance  to  price  increases, 
and  more  people  have  been  seeking  medical  services.  Nonprofit  hos- 
pitals have  found  themselves  with  income  from  services  to  patients, 
whereas  formerly  they  had  run  deficits  that  had  to  be  offset  by  con- 
tributions. Government  regulation  of  providers,  while  bothersome, 
has  not  been  oppressive  under  these  programs. 

As  a  result,  both  the  American  Medical  Association  and  the  Ameri- 
can Hospital  Association  have  offered  NHI  plans.  The  health  in- 
surance industry,  which  faces  near  extinction  under  some  NHI 
has  also  suggested  a  plan  of  its  own.  The  administration,  dissatisfied 
with  Medicaid,  has  proposed  a  Family  Health  Insurance  Plan  to  take 
its  place,  along  with  a  National  Health  Insurance  Standards  Act 
that  would  require  employers  to  provide  health  insurance  for  their 
employees.  Two  branches  of  organized  labor  have  also  offered  plans, 
as  have  representatives  of  New  York,  the  state  suffering  most  from 
the  1967  reductions  in  federal  spending  on  medical  care  and  con- 
sequently having  one  of  the  highest  state  burdens  for  publicly- 
financed  medical  care. 

In  the  analysis  of  the  various  NHI  plans  that  follows,  we  shall  be 
primarily  interested  in  four  characteristics  of  the  plans:  (1)  the  cover- 
age, (2)  the  likely  effect  of  each  plan  on  the  consumption  of  medical 
care,  (3)  the  benefits  of  each  plan  in  terms  of  risk  reduction,  and  (4) 
changes,  if  any,  to  be  effected  by  each  plan  in  incentives  for  efficient 
organization  of  medical  care.  Before  turning  to  a  consideration  of  the 
goals  of  national  health  insurance,  however,  it  is  important  to  review 
some  problems  for  which  national  health  insurance  is  not  a  necessary 
solution. 

Rising  Medical  Care  Prices. — The  medical  care  component  of  the 
consumer  price  index  has  risen  rapidly  in  recent  years,  much  more 
rapidly  than  the  overall  index.  Although  this  component  fails  to  take 
account  of  quality  improvements  that  may  partially  offset  price  in- 
creases, it  is  clear  that  unit  prices  of  medical  care  have  been  rising. 
Yet  it  is  fallacious  to  conclude  that  more  insurance  coverage  is  a  solu- 
tion to  the  problem  of  rising  prices.  To  be  sure,  a  person  who  experi- 
ences higher  medical  care  prices  is  better  off,  other  things  being  equal, 
with  insurance  than  without  it,  since  the  insurance  will  pay  for  the 
care  and  relieve  him  of  out-of-pocket  costs.  But  other  things  cannot 
be  equal.  Specifically,  either  the  individual  or  others  on  his  behalf  will 
have  to  pay  a  premium — that  is,  incur  a  certain  reduction  in  income — 
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so  that  coverage  can  be  provided.  Insurance  does  not  reduce  medical 
costs;  it  only  spreads  them  around,  both  among  people  and  over  time. 
This  means  that  rises  in  the  price  of  the  kind  of  medical  care  a  person 
is  certain  to  buy  will  not  necessarily  be  mitigated  by  insurance.  A  per- 
son may  be  "protected"  against  the  higher  cost,  but  he  (or  others)  will 
have  to  pay  a  higher  premium. 

Indeed,  increased  insurance  coverage  would  probably  tend  to  make 
prices  rise  even  more  rapidly.  Insurance  coverage  increases  demand  for 
care,  which  pushes  up  prices  of  inputs  that  are  in  short  supply,  and  it 
encourages  people  to  use  higher  cost  forms  of  care.  At  best,  increased 
insurance  coverage  will  not  alleviate  higher  prices,  and  it  is  likely  to 
make  them  higher. 

Performance  of  U.S.  Health  Indexes. — The  United  States  ranks  first 
among  the  nations  of  the  world  in  per  capita  spending  on  medical  care. 
However,  it  ranks  fourteenth  in  infant  mortality,  twelfth  in  maternal 
mortality,  and  eighteenth  in  life  expectancy  at  birth  for  males.  And 
there  are  other  equally  unfavorable  comparisions  as  well.  Proponents 
of  the  more  extensive  forms  of  NHI  often  cite  these  unfavorable 
comparisions  as  evidence  for  their  case.1  All  of  the  countries  with 
better  health  statistics  than  the  U.S.  have  some  sort  of  national  in- 
surance program  (though  not  in  every  instance  programs  as  extensive 
as  some  of  those  currently  before  the  U.S.  Congress). 

It  is  fallacious  to  conclude  from  these  facts  that  NHI  will  necessarily 
improve  U.S.  health  levels.  High  H.S.  maternal  and  infant  mortality 
rates  are  due,  in  very  large  part,  to  the  experience  of  the  poor  and  the 
nonwhites.  The  maternal  mortality  rate  for  nonwhites  is  more  than 
four  times  that  for  whites.  Similarly,  the  nonwhite  infant  mortality 
rate  is  almost  twice  that  of  whites.  Thus,  the  high  rates  for  nonwhites 
serve  to  increase  the  rates  for  the  country  as  a  whole.  For  example,  if 
only  whites  are  considered,  the  U.S.  ranks  fourth  behind  Sweden, 
Denmark,  and  Norway  in  maternal  mortality  and  falls  just  behind 
Great  Britain,  a  country  with  a  very  extensive  national  health  system,2 
in  infant  mortality. 

There  are  two  kinds  of  conclusions  to  be  drawn  from  these  numbers. 
One  is  that  for  the  majority  of  Americans— who  are  neither  poor  nor 
nonwhite — the  health  experiences  of  mothers  and  newborns  do  not 
differ  appreciably  from  those  of  people  in  other  developed  countries. 
The  second  is  that  there  is  a  large  gap  between  the  health  experience 
of  whites  and  nonwhites.  This  may  be  because  nonwhites  receive  less 
medical  care.  It  may  also  be  because  of  social  factors  that  affect  levels 
of  health.  If  there  is  a  case  for  increased  provision  of  medical  care  as  a 
way  of  improving  overall  infant  and  maternal  mortality  figures,  this 
would  call  at  most  for  additional  care  to  be  directed  to  the  poor  and  the 
nonwhite. 

Almost  half  of  the  deaths  for  mature  males  and  females  in  the  U.S. 
are  due  to  cardiovascular  (heart)  disease.  This  high  rate  no  doubt 
arises  more  from  effects  of  diet  and  lack  of  exercise  than  from  lack  of 
medical  care.  The  second  most  serious  killer  in  the  U.S.  is  cancer, 
and  there  is  little  evidence  as  }^et  that  additional  therapeutic  care 
would  reduce  its  impact.  More  preventive  medical  care  might  help, 
but  even  this  is  an  uncertain  proposition.  The  average  American's 

1  See,  for  example,  Committee  for  National  Health  Insurance,  Facts  of  Life,  Health,  and  Health  Insurance 
(Washington,  1969). 

2  Ibid.,  p.  4,  Tables  1,  2,  and  3,  and  Chart  1. 
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health  experience  seems  to  a  very  great  extent  to  depend  on  his  life 
style,  his  habits,  and  on  chance.  It  probably  would  not  be  affected 
appreciably  by  addition al  medical  care. 

In  general,  additional  amounts  of  medical  care  are  likely  to  have  a 
significant  effect  on  health  levels  for  the  poor  and  the  nonwhite  but 
not  for  the  bulk  of  the  population.  For  the  latter,  more  care  might 
remove  uncertainties  and  serve  to  console  patients  suffering  illnesses. 
In  other  words,  its  effects  would  be  primarily  psychological  rather 
than  somatic.  Medical  care  is  no  less  worthwhile  for  that,  for  it  ! 
clearly  matters  to  people  that  they  do  get  medical  care.  But  there  is 
little  evidence  that  more  care  would  significantly  affect  the  health  of 
the  population  that  is  neither  poor  nor  nonwhite. 

Major  National  Health  Insurance  Proposals 

In  response  to  widespread  public  concern,  numerous  legislative 
proposals  have  been  introduced  that  would  either  reorganize  the 
health  care  system  or  attempt  to  alleviate  specific  problems  within 
it.  The  brief  digest  below  sets  forth  provisions  of  the  major  health 
care  bills  currently  before  the  Congress. 

National  Health  Insurance  Partnership  Act  (S.  1623,  H.R.  7741), 
proposed  by  President  Nixon  and  introduced  by  Sen.  Wallace  F. 
Bennett  (R.,  Utah)  and  Rep.  John  W.  Byrnes  (R.,  Wise). 

The  bill  has  two  parts.  First,  the  National  Health  Insurance  Standards  Act 
(NHISA)  would  require  employers  to  make  group  health  insurance  available  to 
their  employees  and  to  contribute  to  its  cost.  The  House  bill  provides  for  limited 
subsidies  to  some  employers.  Second,  the  Family  Health  Insurance  Plan  (FHIP) 
subsidizes  health  insurance  premiums  and  provides  for  lower  co-payments  and 
deductibles  for  most  low  income  families.  The  administration  estimates  the  federal 
cost  of  the  proposal  at  about  $3.7  billion  to  federal  government.  Increased  expendi- 
ture on  health  insurance  by  employees  and  employers  is  estimated  at  $7  billion. 

Health  Security  Act  (S.  3,  H.R.  22),  introduced  by  Sen.  Edward  M. 
Kennedy  (D.,  Mass.)  and  Rep.  Martin  Griffiths  (D.,  Mich.)  and 
supported,  among  others,  by  the  Committee  of  100  for  National 
Health  Insurance  (United  Auto  Workers)  and  the  AFL-CIO. 

This  proposal  would  repeal  Medicare  and  provide  a  program  of  compulsory 
national  insurance  covering  almost  all  medical  expenses,  without  limitations, 
co-payments  or  deductibles,  for  all  Americans.  It  would  be  financed  out  of  payroll 
taxes  and  general  revenues.  The  plan  also  calls  for  a  Health  Resources  Develop- 
ment Fund  to  be  used  to  develop  health  manpower.  The  sponsors  estimate  pro- 
gram costs  at  $67  billion  in  fiscal  1974  when  it  is  fully  operational. 

National  Health  Insurance  and  Health  Improvements  Act  (S.  836), 
introduced  by  Sen.  Jacob  K.  Javits  (R.,  N.Y.). 

The  bill  would  extend  Medicare  to  the  entire  population  and  provide  broadened 
benefits  financed  by  payroll  taxes  and  general  revenues.  It  also  contains  provisions 
designed  to  stimulate  the  growth  of  prepaid  group  practice.  The  Social  Security 
Administration  estimates  the  plan's  cost  at  $10.5  billion  the  first  year  rising  to 
$66.4  billion  in  fiscal  1974. 

Ameriplan  (in  drafting  stage),  proposed  by  the  American  Hospital 
Association  (AHA). 

This  plan  calls  for  (a)  a  Standard  Benefits  Package  (SBP)  covering  hospitaliza- 
tion, physician's  services,  drugs,  et  cetera,  (b)  a  Health  Maintenance  and  Catas- 
trophic Illness  Benefits  Package  (H  MCI  BP)  covering  physical  exams  and  cata- 
strophic expenses,  and  (c)  a  Supplemental  Benefits  Package  to  cover  deductibles 
and  co-payments.  SBP  would  be  financed  out  of  general  revenue  for  the  poor, 
the  near-poor,  and  the  aged,  and  by  direct  voluntary  payments  by  others. 
HMCIBP  would  be  financed  out  of  general  revenues  for  all  who  take  SBP. 
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Supplemental  benefits  would  be  purchased  voluntarily.  The  American  Hospital 
Association  has  not  yet  developed  a  cost  estimate  for  this  proposal. 

Health  Care  Insurance  Assistance  Act,  the  so-called  "medicredit"  plan 
(S.  987,  H.K.  4960),  introduced  by  Sen.  Clifford  P.  Hansen  (R.,  Wyo.) 
and  Rep.  Richard  Fulton  (R.,  Tenn.)  and  supported  by  the  American 
Medical  Association  (AMA). 

Medicredit  would  provide  for  60  days  hospitalization  subject  to  $50  deductible, 
other  medical  services  subject  to  20  percent  co-payment  with  certain  stipulations 
and  limitations,  and  catastrophic  coverage  of  additional  hospitalization  subject  to 
an  income-conditioned  deductible.  It  would  be  financed  out  of  general  revenues 
for  those  with  no  income  tax  liability  and  by  means  of  tax  credits  for  others.  The 
AMA  estimates  annual  costs  at  $14.5  billion  when  the  program  is  fully  operational. 

National  Health  Care  Act  (S.  1490)  introduced  by  Sen.  Thomas  J. 
Mclntyre  (D.,  N.H.)  and  Rep.  Omar  Burleson  (D.,  Texas),  and  sup- 
ported by  the  Health  Insurance  Association  of  America. 

Under  this  plan,  Medicaid  would  be  repealed,  and  the  poor,  near-poor,  and 
uninsurables  would  be  covered  by  state  health  plans,  others  by  private  insurance. 
Minimum  standards  are  set  which  include  co-payments  and  deductibles.  Welfare 
recipients  would  receive  their  insurance  free,  the  near-poor  and  uninsurables  would 
receive  insurance  subsidies  financed  from  state  and  federal  general  revenues,  and 
others  would  be  entitled  to  a  greater  income  tax  deduction  if  they  purchased  a 
policy  meeting  the  minimum  standards.  The  Health  Insurance  Association  of 
America  estimates  the  program  would  cost  $2.4  billion  in  the  first  year.  This 
estimate  includes  Medicaid  cost  offsets  but  not  government  revenue  loss  from 
tax  deductions. 

Catastrophic  Health  Insurance  Program  (S.  1376),  introduced  by  Sen. 
Russell  B.  Long  (D.,  La.). 

This  bill  would  extend  Medicare  to  the  population  under  65,  with  benefits 
financed  through  payroll  taxes.  It  would  set  no  limits  on  hospitalization,  but 
would  require  co-payments  and  large  deductibles.  HEW  estimates  first  year  pro- 
gram costs  will  be  $2.5  billion  on  an  incurred  basis  and  $2.2  billion  on  cash  basis. 

Health  Rights  Act  (S.  1598),  introduced  by  Sen.  Hugh  Scott  (R., 
Pa.)  and  Sen.  Charles  H.  Percy  (R.,  111.). 

This  proposal  calls  for  (1)  an  inpatient  plan,  administered  by  the  federal 
government,  covering  hospitalization  with  income-conditioned  deductibles  and 
co-payments,  and  (2)  an  outpatient  plan,  administered  by  private  insurance 
firms  under  contract  to  the  government,  covering  physicians'  services  and  subject 
to  a  $50  deductible  (less  for  the  poor).  The  inpatient  plan  would  be  financed  by 
payroll  taxes  and  general  revenues,  the  outpatient  plan  by  individual  premium 
payments,  supplemented  in  whole  or  in  part  for  the  poor.  The  sponsors  have  not 
yet  made  a  cost  estimate  available. 

The  Minimum  Health  Benefits  and  Services  Distribution  and  Educa- 
tion Act  (S.  703),  introduced  by  Sen.  Claiborne  Pell  (D.,  R.I.). 

Employers  would  be  required  to  insure  their  employees  and  their  families 
through  regular  insurance  groups  organized  into  special  corporations.  These 
corporations  would  also  operate  Medicare  and  Medicaid.  Benefits  would  include 
12  days  (after  the  first  two)  of  hospital  care  per  illness,  all  necessary  visits  to 
doctor,  specialist's  services,  prescription  drugs,  annual  physical  examinations, 
and  the  costs  of  catastrophic  illness  exceeding  one-tenth  of  a  person's  annual 
income.  No  cost  estimate  is  now  available. 

National  Catastrophic  Illness  Protection  Act  (S.  191),  introduced 
by  Sen.  J.  Caleb  Boggs  (R.,  Del.). 

This  proposal  takes  the  approach  of  providing  incentives  for  private  insurance 
companies  to  offer  catastrophic  insurance  policies  at  reasonable  cost.  The  federal 
government  would  insure  private  insurance  companies,  for  a  fee,  against  paying 
out  more  in  catastrophic  benefits  than  they  take  in  in  catastrophic  premiums. 
Catastrophic  insurance  policies  would  be  required  to  cover  all  medical  expenses 
above  a  deductible  equal  to  50  percent  of  the  individual's  or  family's  adjusted 
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income  between  $1,000  and  $2,000  and  100  percent  of  adjusted  income  above 
$2,000.  No  cost  estimate  is  available. 

The  proposals  vary  in  extent  and  amount  of  coverage,  in  costs 
and  methods  of  financing  and  in  their  actual  goals.  In  the  next  chapter 
the  author  will  illustrate  his  standards  and  goals  for  national  health 
insurance  through  an  analysis  of  the  administration  proposal.  In  so 
doing,  criteria  will  be  developed  for  assessing  any  NHI  program. 
These  criteria  will  be  applied  to  some  of  the  alternatives  summarized 
above. 

The  Administration  Proposal 

The  major  part  of  the  administration's  national  health  strategy 
involves  health  insurance.  The  plan,  which  is  proposed  to  take  effect 
in  fiscal  1974,  also  includes  relatively  small  subsidies  for  medical 
education  and  health  maintenance  organizations  (HMOs).  It  was 
introduced  in  the  Senate  by  Sen.  Bennett  (R.,  Utah)  and  in  the 
House  of  Representatives  by  Rep.  Byrnes  (R.,  Wise.).3 

The  insurance  portion  of  the  administration  plan  has  two  parts. 

(1)  The  Family  Health  Insurance  Plan  (FHIP).  Low  income 
families  with  minor  children,  headed  by  unemployed  persons  or  by 
persons  working  less  than  25  hours  per  week  for  10  weeks  (or  less 
than  350  hours)  i,n  13  consecutive  weeks  would  be  eligible  to  receive 
health  insurance  policies.  Coverage  would  include  30  days  of  hospitali- 
zation, inpatient  physician  care,  emergency  care,  eight  outpatient 
physician  visits,  maternity  care,  and  well-baby  care.  Apparently  it 
is  expected  that  expenses  above  the  30-day  hospitalization  limit  or 
the  physician  limit  will  be  covered  by  the  states.  (Indeed  the  coverage 
specified  under  FHIP  is  less  extensive  than  that  now  provided  by 
Medicaid  in  many  states.)  For  the  purpose  of  determining  premiums, 
co-payments  and  deductibles,  families  are  divided  into  five  income 
classes,  as  shown  in  Table  I  below. 

TABLE  I.— FHIP— INCOME  CLASSES 
[Ranges  of  income '  by  number  of  family  members] 


Income  class  1  2  3  4  5  6       7  or  more 


1   0-500  0-1,400  0-2,200        0-3,000  0-3,800        0-4,400  0-5,000 

2....   500-1,000  1,401-1,900  2,201-2,700  3,001-3,500  3,801-4,300  4,401-4,900  5,001-5,500 

3   1,001-1,500  1,901-2,400  2,701-3,200  3,501-4,000  4,301-4,800  4,901-5,400  5,501-6,000 

4   1,501-2,000  2,401-2,900  3,201-3,700  4,001-4,500  4,801-5,300  5,401-5,900  6,001-6,500 

5    2,001-2,500  2,901-3,400  3,701-4,200  4,501-5,000  5,301-5,800  5,901-6,400  6,501-7,000 


1  In  dollars. 

Premiums,  co-payments,  and  deductibles  for  each  income  class  are 
shown  in  Table  II. 

TABLE  II.— FHIP— PREMIUMS,  DEDUCTIBLES  AND  COPAYMENTS,  BY  INCOME  CLASS 


Annual       Deductible  A  Copayment 
Income  class  premium    (hospital  days)      Deductible  B  (percent) 


1      0  0  0  0 

2    $25  1  0  0 

3      50  1  $50  0 

4   —    75  1  50  10 

5    -    100  2  100  25 


Note:  Deductible  A  is  deductible  hospitalization  expense  per  family  member.  Deductible  B  is  deductible  expenses  (other 
than  expenses  of  hospitalization,  well-baby,  and  maternity  care)  per  family.  Copayment  is  for  expenses  other  than  for 
hospitalization,  well-baby,  and  maternity  care. 


3  S.  1623  and  H.R.  7741,  92nd  Congress,  1st  Session;  see  also  the  President's  Health  Message  to  Congress, 
February  18, 1971. 
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An  example  will  help  make  these  tables  clear.  A  four-person  family 
with  an  income  of  $4,250  is  in  income  class  4.  Its  health  insurance 
premium,  then,  is  $75.  Each  family  member  is  subject  to  a  deductible 
equivalent  to  the  cost  of  one  hospital  day  for  hospitalization  expenses. 
The  family  as  a  whole  is  subject  to  a  $50  deductible  (and  10  percent 
co-payments  of  the  remainder)  for  expenses  other  than  those  connected 
with  hospitalization,  well-baby,  and  maternity  care.  As  can  be  seen 
from  Table  II,  a  family's  cost  for  its  policy  varies  with  its  income  class 
and  there  are  no  charges  for  families  in  class  1. 

(2)  The  National  Health  Insurance  Standards  Act  (NHISA) .  Under 
this  plan  employers  would  be  required  to  make  comprehensive  group 
health  insurance  available  to  their  employees.  Employees,  however, 
would  not  be  required  to  take  the  insurance.  The  employer  must  pay 
a  portion  of  the  premiums,  65  percent  initially  and  75  percent  by 
fiscal  1975.  Unlike  the  Senate  version  of  the  proposal,  Rep.  Byrnes' 
bill  includes  a  subsidy  to  any  employer  whose  health  insurance  pay- 
ments exceed  4  percent  of  his  payroll.  (Thus  the  subsidy  is  directed 
at  low- wage  firms.)  The  subsidy  would  be  paid  for  a  maximum  of  10 
employees,  regardless  of  the  size  of  the  firm. 

The  insurance  plans  provided  by  employers  must  cover  hospitaliza- 
tion, inpatient  services,  physicians'  services,  maternity  and  well-child 
care,  emergency  services,  x-rays,  laboratory  tests  and  other  medical 
and  health  services.  The  only  significant  exclusions  are  psychiatric 
care,  prosthetic  devices  and  prescription  drugs.  There  is  a  hospitaliza- 
tion deductible  for  each  person  equal  to  twice  the  daily  room  rate  and 
a  co-payment  of  25  percent  of  the  remainder  of  the  hospitalization 
charges.  Limited  well-child  care  is  provided  without  co-payment  or 
deductible.  All  other  covered  services  are  subject  to  a  deductible  of 
$100  per  person  (not  to  exceed  $300  per  family)  and  the  same  25 
percent  co-payment.  Expenses  up  to  $5,000  per  person  per  year  are 
covered. 

Employers  would  also  be  required  to  make  available,  under  the 
same  financing  arrangement,  full  catastrophic  coverage  for  expenses 
between  $5,000  and  $50,000  per  person.  Policies  would  include  a 
feature  whereby  benefits  received  under  this  part  of  the  plan  would 
be  reinstated  at  a  rate  of  $2,000  per  year.  For  instance,  if  an  individual 
had  medical  expenses  of  $25,000  in  one  year,  thus  using  $20,000  of 
his  catastrophic  coverage,  he  would  have  $32,000  ($30,000 +$2,000)  of 
catastrophic  coverage  available  in  the  following  year. 

All  employees,  regardless  of  income,  would  have  the  opportunity  to 
buy  coverage  under  NHISA  if,  during  a  13-week  period,  they  worked 
more  than  25  hours  per  week  for  10  weeks  or  more  than  350  hours. 
High-risk  individuals  and  the  self-employed  would  be  offered  similar 
coverage  at  group  rates,  and  they  also,  like  employees  would  not  be 
required  to  purchase  coverage. 

Comparing  the  two  plans,  it  appears  that  the  employed  poor  covered 
by  N'HISA  would  pay  more  for  their  coverage  and  get  less  than  the 
unemployed  poor  covered  by  FHIP.  Also,  persons  under  65  who  are 
both  unemployed  and  without  minor  children  would  be  left  out  of 
both  of  these  programs.  FHIP  would  be  administered  by  the  federal 
government,  but  the  insurance  under  NHISA  would  be  provided  by 
private  insurance  firms  and/or  by  health  maintenance  organizations. 
This  additional  business  for  private  insurance  firms  would  not  come 
without  strings  attached:  the  federal  government  would  undertake, 
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in  as  yet  unspecified  ways,  to  regulate  private  insurance  firms,  probably 
particularly  with  regard  to  usage  and  premiums. 

Technical  Problems. — The  administration  plan  contains  some  desir- 
able features.  In  its  present  form,  however,  there  are  two  disquieting 
technical  problems.  First,  it  contains  a  work  disincentive  in  that 
employed  persons  and  unemployed  persons  would  be  eligible  for  differ- 
ent benefits  at  different  costs.  The  principal  difference  is  that  the 
unemployed  would  be  subject  to  the  lower  FHIP  premiums,  co-pay- 
ments, and  deductibles,  while  the  employed,  under  NHISA,  v^ould 
receive  greater  coverage  for  catastrophic  expenses.  It  is  probably  true 
that,  for  man}^  low  income  individuals,  the  expected  value  of  the 
FHIP  benefits  would  be  greater  than  the  expected  value  of  the  NHISA 
benefits.  Since  the  cost  of  FHIP  to  the  individual  is  less  than  the  cost 
of  NHISA,  there  seems  to  be  a  definite  incentive  to  become  or  remain 
unemployed. 

It  is  argued  below  that  the  employee  would  probably  end  up  paying 
the  entire  cost  of  NHISA  and  not  just  the  employee's  share.  To  the 
extent  that  this  is  true,  the  subsidy  proposed  by  Rep.  Byrnes  would 
soften  but  not  eliminate  the  effect  of  the  work  disincentive  referred 
to  above. 

Second,  and  perhaps  more  important,  will  employers  really  pay  the 
/'employer's  share"  of  NHISA  or  will  they  shift  the  burden  of  the  tax 
to  someone  else?  Every  profit-maximizing  employer  will  try  to  shift 
the  tax  either  to  his  employees  or  to  his  customers.  If  he  can  increase 
his  prices  by  the  amount  of  the  tax,  then  the  tax  is  shifted  to  con- 
sumers. If  he  reduces  his  workers'  wages  below  what  they  otherwise 
might  be  by  the  amount  of  the  tax,  then  the  tax  is  shifted  to  the 
workers. 

The  incidence  of  the  tax  will  probably  be  different  for  different 
industries  and  may  change  as  the  conditions  of  the  economy  change. 
The  extent  and  power  of  unions,  the  existence  of  multiple  year  con- 
tracts, and  the  possibilities  of  employing  labor-saving  techniques  and 
equipment  vary  from  one  industry  to  another  and  affect  the  employer's 
ability  to  shift  the  tax  to  his  workers.  The  condition  of  the  labor 
market,  tight  or  easy,  is  another  important  consideration.  The  employ- 
er's ability  to  shift  the  tax  forward  to  the  consumer  depends  upon  the 
demand  for  his  product  and  the  competitiveness  of  the  industry.  It 
seems  likely,  however,  that  in  most  firms  the  tax  will  ultimately  be 
shifted  back  to  the  employees.  After  all,  overall  labor  payments 
must  in  the  long  run  be  tied  to  productivity  and  the  availability  of 
insurance  is  unlikely  to  make  employees  more  productive.  If  the 
employer  is  to  maintain  an  acceptable  level  of  profits  and  if  he  cannot 
raise  his  price,  then  wages  must  reflect  the  full  amount  of  the  employ- 
er's share  of  the  insurance  premium.  In  these  circumstances,  therefore, 
if  employees  take  the  insurance,  they  will  end  up  pa}dng  for  all  of 
it  themselves. 

In  firms  in  which  employer  and  employee  negotiate  on  a  face-to-face 
basis,  it  seems  likely  that  employees  who  do  not  want  the  coverage 
will  be  able  to  arrange  with  their  employer  not  to  have  the  "employer's 
share"  taken  out  of  their  wages.  Since  the  coverage  required  b}^  the 
administration's  plan  is  greater  than  that  which  man}-  employees 
now  choose,  and  since  the  insurance  is  optional  with  the  employee, 
one  would  expect  that  many  of  them  would  decline  coverage.  If  an 
employee's  only  alternative  is  expensive  individual  coverage,  he  may 
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choose  the  new  group  insurance  because  the  group  approach  usually 
lowers  premiums  primarily  by  lowering  selling  and  administrative 
costs.  But  there  is  a  danger  that  those  who  choose  coverage  are  likely 
to  be  those  with  relatively  high  expected  medical  expenses.  This 
' 'adverse  selection,"  to  the  extent  it  occurs,  will  push  premium  costs 
up.  It  is  especially  likely  to  occur  in  the  case  of  the  "pool"  of  self- 
employed  and  high  risks  envisioned  by  the  plan.  If  higher  risks  are 
charged  the  same  premium  as  lower  risks,  all  premiums  may  be  higher 
than  otherwise,  and,  under  these  circumstances,  the  lower  risks  may 
decline  coverage. 

For  employees  of  larger  firms  in  which  wages  are  uniform  within 
broadly  defined  job  categories,  it  may  be  more  difficult  to  provide 
specific  money  wage  adjustments  for  employees  who  decline  coverage. 
In  other  words,  money  wages  are  more  likely  to  be  the  same  for  all 
employees  within  specific  categories,  whether  they  decline  coverage 
or  not.  Therefore,  one  would  expect  fewer  employees  to  decline 
coverage,  since  the  employee  who  did  so  would  save  only  his  own 
direct  contribution  and,  to  the  extent  that  the  "employer  share"  is 
reflected  in  lower  wages,  this  part  would  be  "deducted"  from  his 
wages  anyway.  Thus  each  worker  would,  in  effect,  make  a  compulsory 
payment  of  65-75  percent  of  the  premium — a  kind  of  "payroll  tax" 
of  that  amount,  just  as  in  the  case  of  the  "employer  tax"  under 
Social  Security.4 

It  is  apparent  that  there  is  really  little  difference  between  the  com- 
pulsory provision  implied  by  this  proposal  and  a  scheme  in  which  every 
employee  would  be  "taxed"  an  identical  amount  regardless  of  his  in- 
come, with  the  proceeds  used  to  subsidize  the  premiums  for  this  in- 
surance. Thus,  some  critics  of  the  administration's  plan  correctly 
argue  that  although  it  keeps  the  federal  budgetary  cost  down,  it  does 
so  only  because  the  compulsory  payments  for  health  insurance  are 
called  "premiums"  not  "taxes"  and  are  not  included  in  the  govern- 
ment's budget.  There  are  certain  advantages  to  working  partially 
through  the  private  market.  For  example,  if  several  firms  in  an  area 
can  provide  the  minimum  benefits  package  required,  the  competitive 
reaction  should  lead  to  their  offering  a  diversity  of  programs  from 
which  the  employer  can  choose.  Possibly  these  programs  would  have 
benefits  above  the  required  minimum  at  the  same  cost.  These  ad- 
vantages would  not  exist  in  a  monolithic  system  controlled  by  the 
government. 

Fundamental  Goals. — The  preceding  questions  are  technical  ones. 
The  more  fundamental  questions  for  any  NHI  program  are  concerned 
with  usage  of  medical  care,  risk  reduction,  incentives  for  efficient 
organization,  and  the  distribution  of  income.  In  the  following  pages,  we 
will  examine  the  implications  of  the  Nixon  administration  proposal.  In 
so  doing  we  will  develop  criteria  for  assessing  any  NHI  program.  These 
criteria  will  be  applied  to  alternative  proposals  in  the  next  chapter. 

EFFECTS  ON  USAGE 

One  goal  of  any  NHI  scheme  should  be  to  provide  incentives  to 
people  to  use  "enough"  medical  care,  if  they  are  not  already  doing  so. 

4  Most  (but  not  all)  economists  think  that,  in  the  analogous  care  of  the  Social  Security  tax  the  "employer's 
share"  is  shifted  backwards  in  this  way.  The  theoretical  basis  for  this  conclusion  is  extremely  strong,  and 
recent  empirical  evidence  supports  the  same  conclusion.  See  John  Brittain,  "The  Incidence  of  Social  Security 
Payroll  Taxes,"  American  Economic  Review,  March  1971,  pp.  110-25. 
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How  much  is  "enough"?  How  much  medical  care  should  a  person 
receive?  In  the  author's  view,  he  should  receive  that  amount  the  value 
of  which  to  him,  and  to  society,  just  equals  the  cost  of  the  additional 
unit  of  care.  This  is  an  "economic"  notion,  but  it  is  the  only  rational 
one.  Obviously,  it  would  be  undesirable  to  encourage  the  use  of  care 
the  value  of  which,  to  the  user  or  to  society,  is  less  than  it  cost! 

Since  insurance  reduces  the  out-of-pocket  expense  for  medical 
care  to  the  individual  consumer,  the  consumer  will,  as  with  anything 
else,  use  more  of  it  at  a  lower  user  price  if  he  is  insured  than  if  he  is 
not.  This  effect  may  be  less  pronounced  for  medical  care  than  for 
some  other  goods  (i.e.,  demand  may  be  less  responsive  or  elastic  with 
respect  to  price  changes),  and  it  may  be  stronger  for  more  discretion- 
ary kinds  of  care,  such  as  tonsillectomies  or  physician  office  visits, 
than  for  less  discretionary  kinds.  This  quantity  and  expenditure-in- 
creasing effect  may  also  be  much  stronger  for  the  type,  quality,  or — 
as  Martin  Feldstein  has  put  it — the  "style"  of  care  a  person  uses  than 
for  the  quantity  measured  in 'the  usual  ways.  Insurance  may  encourage 
a  person  to  choose  a  specialist  over  a  general  practitioner,  a  teaching 
hospital  over  a  non- teaching  one,  or  an  extensive  battery  of  tests  over 
a  single  one.  The  critical  point  is  that  when  a  person  has  more  insur- 
ance, he  bears  less  cost  for  his  own  decision,  and  he  tends  to  be  less 
cost-conscious  when  considering  alternative  forms  of  care.  He  will 
therefore  use  more  care,  other  things  being  equal,  the  more  insurance 
he  has.  Empirical  evidence  provides  strong  indication  that  additional 
insurance  coverage,  when  unaccompanied  by  changes  in  the  way  that 
care  is  produced,  does  lead  to  additional  usage.5 

Presumably,  we  are  most  concerned  about,  and  value  most  highly, 
additional  medical  care  for  persons  who,  with  a  given  illness,  are  using 
the  least.  On  the  other  hand,  we  are  unconcerned  about,  and  might 
even  regard  as  positively  undesirable,  the  use  of  additional  care  by 
those  who  are  already  using  enough. 

Given  the  two  premises  that,  other  things  equal,  (1)  people  with 
low  incomes  use  less  care  and  (2)  we  value  additional  care  more  highly 
the  less  care  is  being  used,  it  follows  that  the  incentive  to  additional 
usage  provided  by  additional  insurance  coverage  should  be  directed 
toward  those  with  low  incomes.  For  persons  who  are  otherwise  the 
same,  including  their  physical  condition,  an  ideal  arrangement  will 
be  one  in  which  the  insurance  benefit  per  unit  of  care  used  is  higher 
the  lower  a  person's  income.  This  means  that  the  user  price  or  co- 
payment  the  person  makes  should  decrease  as  his  income  decreases. 
The  "price"  could  even  become  negative — that  is,  a  person  with  little 
or  no  income  could  receive  a  net  payment  in  return  for  consuming 
medical  care.  Such  an  arrangement  would  be  useful  when  there  are 
other  costs,  such  as  transportation  or  waiting  time,  involved  in  con- 
suming medical  care.  If  people  are  reasonably  similar  in  tastes,  it 
follows  that  an  optimal  consumption  of  care  is  produced  by  a  plan 
that  provides  more  extensive  coverage  as  income  declines.  It  may 
also  be  reasonable  to  assume  that,  for  a  given  individual,  the  price 
he  pays  goes  down  as  the  severity  of  illness  increases  in  order  to  assure 
optimal  usage  of  care,  although  this  point  is  much  more  explainable 
from  an  insurance  (i.e.,  risk  reduction)  viewpoint. 

Full  coverage  for  care  of  minor  illnesses  may  lead  to  overuse  of  that 
care,  since  for  such  illnesses  care  is  usually  more  discretionary  and 


5  Martin  Feldstein,  "Demand  for  Medical  Care,"  Report  to  the  Commission  on  the  Cost  of  Medical  Care 
(Chicago,  1964);  M.  I.  Roemer  and  Max  Shain,  Hospital  Utilization  Under  Insurance  (Chicago,  1959). 
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provides  relatively  little  benefit.  Hence,  for  minor,  routine  illnesses  a 
positive  price  should  ordinarily  be  charged.  For  more  severe  illnesses, 
there  is  usually  only  a  limited  range  of  appropriate  treatments,  if 
useful  treatment  is  to  be  given  at  all,  and  benefits  of  care  are  likely 
to  be  large.  This  means  that  more  extensive  coverage  is  usually  needed 
to  prevent  severe  underuse  (or  almost  no  treatment),  and  is  not 
likely  to  lead  to  significant  overuse.  If  we  consider  amount  of  ex- 
penditure as  a  proxy  for  severity  of  illness  (although  there  are  obvi- 
ously some  difficulties  in  doing  so),  then  we  should  want  out-of-pocket 
payments  as  a  percent  of  total  cost  to  go  down  as  expenditures  go  up, 

The  administration  plan  has  some  desirable  implications  for  the  us- 
age of  medical  care.  For  those  who  bought  coverage,  there  would  be  (at 
all  income  levels  except  the  lowest)  some  out-of-pocket  payments  at 
the  time  of  use.  Payments  would  vary  with  income  for  those  eligible 
for  FHIP,  but  not  for  those  participating  in  NHISA.  For  those  low  in- 
come families  headed  by  an  unemployed  person  eligible  for  FHIP,  the 
pattern  of  benefits  is  fairly  good,  although  the  upper  limits  on  hospital 
and  physician  use  may  not  be  desirable.  But  widespread  underuse  by 
the  employed  poor  would  be  a  probable  result,  for  two  reasons.  First, 
many  low  income  wage  earners  might  decide  to  decline  coverage  under 
NHISA,  especially  if  doing  so  would  raise  their  cash  incomes  by  the 
amount  of  the  employer's  share.  Also,  they  might  decide  against  the 
coverage  in  order  to  avoid  having  to  pay  the  employee's  share.  Second, 
those  low  income  wage  earners  who  chose  coverage  under  NHISA 
might  find  the  co-payments  and  deductibles  a  significant  barrier  to  use, 
especially  in  the  case  of  serious  illness.  This  would  probably  be  true 
not  only  for  families  with  incomes  below  the  FHIP  limit  but  also  for 
families  with  somewhat  higher  incomes.  The  25  percent  co-payment 
alone  could  subject  a  family  to  considerable  expense. 

But  for  higher  income  families,  and  even  for  lower  income  families 
subject  to  routine  medical  expenses,  NHISA  would  be  likely  to  en- 
courage overuse  at  a  time  when  our  medical  care  system  is  overtaxed 
by  the  current  levels  of  demand.  The  coverage  that  it  would  induce 
people  to  take  is  more  extensive,  especially  with  respect  to  out-of- 
hospital,  routine  physician  care  and  maternity  benefits,  than  that 
which  the  great  majority  of  families  now  have  (thought  it  is  somewhat 
less  generous  in  coverage  of  in-hospital  procedures) .  The  predicted  re- 
sult of  this  price  cut  is  additional  use,  particularly  of  a  qualitative  sort. 
For  upper  and  middle  income  families,  this  additional  use  would  appear 
undesirable.  The  presence  of  co-payments  means  that  there  would  be 
less  overuse  than  would  be  the  case  under  full  coverage  (and  the 
absence  of  co-payments  in  coverage  of  maternity  services  suggests 
that  overuse  is  most  likely  there) ,  but  there  would  still  likely  be  some 
effect.  The  critical  point  is  that,  even  if  this  overuse  were  relatively 
small,  amounting  to  hundreds  of  millions  of  dollars  rather  than  billions, 
it  still  would  represent  pure  waste,  with  no  offsetting  benefit.  If  the 
insurance  of  routine  expenses  were  worthwhile,  employees  would  al- 
ready tend  to  be  buying  it  and  employers  providing  it.  That  there  are 
not  indicates  that  the  loss  from  overuse  more  than  offsets  any  benefits. 
There  appears  to  be  little  need  for  most  of  this  coverage.  It  is  not  so 
much  that  the  additional  coverage  is  bad,  but  that  it  does  little  or  no 
good. 

In  summary,  NHISA  provides  benefits  that  are  probabfy  too  small 
for  lower  income  families  and  for  relatively  serious  illnesses,  but  too 
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large  for  higher  income  families  and  for  less  serious  illnesses.  Even 
when  the  additional  usage  induced  by  NHSIA  is  desirable — i.e.,  even 
when  other  persons  in  the  community  benefit  from  knowing  that 
families  who  need  more  and  better  medical  care  are  getting  it — the 
way  this  result  is  achieved  is  questionable.  In  the  administration  plan, 
this  benefit  to  the  rest  of  the  community  would  be  paid  for  almost 
wholly  by  the  families  who  formerly  underused  medical  care,  and 
these  families  are  likely  to  be  lower  income  families.  The  situation  is 
equivalent  to  charging  slum  dwellers  the  full  cost  of  renovating  their 
buildings,  just  so  the  rest  of  us  can  feel  better. 

NHISA's  catastrophic  coverage  is,  as  noted  above,  one  of  the 
desirable  features  of  the  administration  plan.  Overuse  would  probably 
be  small  here,  and  insurance  benefits  large.  Compulsion  might  be 
warranted  in  view  of  the  bias  against  the  purchase  of  catastrophic 
coverage  that  is  discussed  in  a  subsequent  chapter,  But  the  cata- 
strophic coverage  that  is  specified  in  the  plan  is  probably  inadequate 
for  lower  income  families. 

INSURANCE  BENEFITS 

Insurance  is  appropriate  in  situations  of  uncertainty.  Insurance  is  a 
pooling  of  individual's  losses;  in  effect,  A  agrees  to  pay  a  portion  of 
B's  loss  if  B  agrees  to  pay  a  portion  of  A's  loss.  It  is  important  to  note 
that  A's  agreement  to  pay  B's  loss  does  not  come  from  a  concern  about 
B's  welfare,  but  only  in  return  for  B's  similar  promise.  Hence,  insurance 
is  not  desirable  just  because  B  suffers  losses.  Rather,  it  is  desirable 
because  losses  to  A  or  B  are  uncertain.  Insurance  only  yields  a  person 
a  net  monetary  benefit  after  the  fact  if  his  losses  are  greater  than 
average;  by  the  definition  of  an  average,  if  some  gain,  some  must  lose. 
The  cost  of  providing  coverage  to  a  loser  is  the  certain  losses  incurred 
as  premiums  being  partially  paid  by  the  non-losers.  It  is  before  the 
fact  that  insurance  is  worthwhile  to  people  who  dislike  risk,  since  those 
people  would  prefer  to  make  a  certain  payment  equal  to  the  average 
loss  in  return  for  coverage. 

What  kinds  of  insurance  are  most  valuable?  Losses  that  are  both 
unpredictable  and  large  relative  to  income  are  the  kind  that  are  best 
insured.  There  is  not  much  point  to  insuring  small  medical  expenses 
even  if  they  are  unpredictable,  since  small  losses  do  not  upset  a  family's 
budget  too  much  and  since  the  insurance  would  be  expensive  primarily 
due  to  the  cost  of  processing  claims.  Similarly  there  is  no  absolute 
advantage  in  insuring  expenses  that  are  large  but  predictable  since 
what  a  person  receives  in  benefits  he  pays  in  premiums,  and  he  also 
pays  an  overhead  charge  to  the  insurer;  such  insurance  only  switches 
money  from  one  pocket  to  another. 

Insurance  is  valuable — to  a  risk-averse  person — against  expenses 
that  are  large  and  unpredictable,  since  such  expenses,  if  they  occur, 
reduce  income  spendable  on  other  things  by  a  large  amount.  And  they 
can  be  avoided  by  the  certain  payment  of  a  relatively  modest  and 
budgetable  premium. 

So  an  efficient  pattern  of  coverage  is  one  in  which  the  benefits  go  up 
as  the  amount  of  expense  goes  up.  Similarly,  for  a  given  expense, 
insurance  is  more  valuable,  under  some  reasonable  assumptions,  the 
smaller  the  person's  income.  People  with  large  incomes  can  self -insure 
against  an  expense  which  a  person  with  a  smaller  income  cannot 
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budget.  The  pattern  of  coverage  which  is  optimal  from  the  viewpoint 
of  usage  is  also  optimal  from  the  viewpoint  of  insurance  protection. 
The  optimal  policy  will  be  one  in  which  insurance  payments  as  a 
fraction  of  additional  expense  go  down  as  income  goes  up  and  in  which 
payments  go  up  as  amount  of  expense  goes  up. 

In  the  case  of  NHISA's  catastrophic  coverage,  the  insurance  (risk 
reduction)  benefits  would  probably  be  high.  The  per  employee  cost  of 
that  coverage  would  probably  be  very  low,  yet  the  benefits,  to  the 
rare  person  with  very  high  expenses,  would  be  very  valuable.  NHISA's 
basic  coverage,  in  contrast,  provides  additional  coverage  against 
routine  expenses  for  which  the  insurance  benefits  would  be  likely  to 
be  low.  For  maternity  and  well-child  care,  the  insurance  benefits 
approach  zero,  because  of  the  predictability  of  the  events.  Thus,  in 
all  likelihood,  the  only  benefit  would  be  that  of  permitting  time 
payment. 

It  should  be  noted  that  the  co-payments  and  deductibles  in  NHISA's 
catastrophic  coverage  can  mean  relatively  high  out-of-pocket  pay- 
ments for  a  low  income  family.  For  example,  a  four-person  family 
could  be  subject  to  out-of-pocket  payments  (in  addition  to  the  pre- 
mium that  reduces  its  income)  as  high  as  $5,000.  For  an  average  family 
with  an  income  of  $10,000,  this  is  a  ''catastrophic"  expense.  The 
failure  of  out-of-pocket  payments  to  vary  with  income  considerably 
reduces  benefits  of  the  plan's  catastrophic  coverage. 

INCENTIVES  OF  EFFICIENT  ORGANIZATION 

Another  question  pertains  to  the  way  in  which  providers  of  care  are 
reimbursed,  because  reimbursement  affects  the  way  that  production 
of  care  is  organized.  If  insurance  covers  the  full  cost  of  care,  regardless 
of  what  that  cost  is,  neither  the  buyer  nor  the  seller  of  care  has  any 
reason  to  be  concerned  about  cost.  The  efficient  producer  is  not 
rewarded,  nor  is  the  inefficient  producer  punished.  Thus,  there  is 
an  inducement  for  inefficiency. 

There  are  several  kinds  of  solutions  to  this  problem.  One  solution, 
if  one  is  sure  he  knows  what  efficient  arrangements  would  look  like, 
would  be  to  order  the  suppliers  of  care  to  behave  in  this  efficient  way. 
The  difficulty  is  that  information  about  efficient  arrangements  is 
hard  to  get.  It  is  easy  to  state  that  outpatient  care,  or  prepackaged 
meals,  or  the  pooling  of  facilities  will  increase  hospital  efficiency. 
It  is  more  difficult  to  show  that  any  of  these  arrangements  have 
actually  lowered  costs  in  a  particular  hospital.  It  is  still  more  difficult, 
and  often  impossible,  to  know  whether  this  experience  is  generalizable 
or  to  know  whether  quality  of  care  has  not  been  reduced  along  with, 
and  to  a  greater  extent  than,  costs. 

Another  solution  is  for  the  third  party  payer  (insurance  firm, 
government,  et  cetera)  to  fix  the  price  to  be  paid  to  the  producer. 
This  approach  might  encourage  the  producer  to  try  to  be  more 
efficient,  since  he  would  lose  money  if  he  did  not  cut  costs  and  gain 
money  if  he  did.6  But  it  takes  no  notice  of  the  interests  of  or  the 
benefits  to  the  consumer.  In  fact,  the  producer  might  try  to  achieve 
profits  at  the  expense  of  the  consumer,  by  reducing  the  "quality" 
of  service.  A  third  solution  is  to  give  the  consumer  a  stake  in  the  cost 
of  the  care  he  receives.  He  has  this  kind  of  stake  when  he  bears  some 
fraction  of  the  cost  as,  for  example,  with  co-payments. 


Even  this  kind  of  incentive  may  not  motivate  a  nonprofit  hospital,  though  I  believe  that  it  does. 


100 

But  the  broader  issue  of  the  organization  of  care  is  as  follows: 
Under  the  currently  prevailing  arrangement,  consumers  are  essentially 
like  prime  contractors.  They  combine,  with  the  advice  of  one  or  more 
physicians,  the  services  of  physician  A,  hospital  B,  and  pharmacist  C 
to  produce  some  final  outcome  in  terms  of  both  health  and  satisfaction. 
An  alternative  arrangement  is,  in  effect,  to  have  the  final  outcomes 
sold  and  to  let  someone  else  do  the  subcontracting.  Prepaid  group 
practice  does  this,  in  that  it  is  the  group  that  chooses  how  much  of 
each  kind  of  care  an  individual  will  get,  and  the  individual  presumably 
evaluates  the  final  outcome.  If  a  person  can  choose  among  alternative 
outcomes  (including  one  produced  when  he  is  the  contractor),  the 
result  is  likely  to  be  desirable,  in  the  sense  that  the  consumer  will 
choose  whichever  outcome  he  thinks  is  the  best.  Practically,  the 
experts  do  not  know  enough  to  choose  among  these  alternative 
arrangements  for  the  consumer.  Some  experts  favor  prepaid  group 
practice,  and  others  the  fee-for-service  arrangements.  Contrary  to 
what  one  would  have  expected  if  prepaid  group  practice  were  the  more 
efficient  arrangement  of  the  two,  fee-for-service  practice  has  not  lost 
much  ground  relative  to  prepaid  groups,  even  though  organized 
medicine  has  dropped  its  official  opposition  to  the  latter.  But  the 
basic  problem,  and  it  may  as  well  be  admitted,  is  that  the  experts 
simply  do  not  know  what  kind  of  arrangement  would  be  preferable, 
in  the  sense  of  minimizing  the  cost  of  outputs  that  are  most  in  accord 
with  consumer  desires.  Claims  for  group  practice  have  not  yet  been 
substantiated. 

The  best  arrangement,  therefore,  is  one  which  lets  consumers 
decide,  on  the  basis  of  outcomes,  which  arrangement  they  like  best. 
It  may  be  that,  just  as  there  are  many  kinds  of  stores  or  hotels,  there 
should  be  many  kinds  of  health  care  arrangements.  There  may  have 
been  too  much  uniformity  in  medical  practice  ever  since  the  advent 
of  the  Flexner  report,7  as  well  as  too  much  stifling  of  innovation  by 
requiring  medical  practice  to  be  stamped  "approved"  and  by  turning 
over  the  responsibility  for  approval  to  the  hierarchy  of  medical 
practitioners. 

One  way  to  build  in  this  flexibility  and  incentive  for  innovation  is 
to  permit  consumers  to  spend  their  health  care  dollars  in  various  ways, 
but  in  ways  in  which  they  will  be  encouraged  to  consider  costs. 
"Free  choice"  only  makes  sense  if  the  choosers  are  aware  of  the  costs 
of  alternative  courses  of  action.  A  characteristic  of  a  desirable  NHI 
scheme  is,  therefore,  that  it  should  contain  incentives  for  both  consumers 
and  producers  to  seek  out  more  efficient  methods  oj  production.  Many 
believe  removal  of  legal  barriers  to  alternative  forms  of  care  would 
also  help. 

The  out-of-pocket  payments  required  in  the  administration  proposal 
would  encourage  the  choice  of  low-cost  suppliers.  Moreover,  the  fact 
that  employer  and  employee  contributions  could  be  lower  if  a  low- 
cost  insurance  policy  were  found  would  provide  an  incentive  to  seek 
out  such  policies,  even  though  the  individual  employee  would  have 
little  choice  of  policy.  He  could  not,  for  example,  drop  out  of  his  em- 
ployer's plan  and  choose  an  alternative  policy  even  if  the  latter  would 
give  him  more  benefits  at  less  cost.  It  should  be  admitted,  however, 
that  this  defect  is  common  to  all  group  plans.  Persons  covered  under 


7  Abraham  Flexner,  Medical  Education  in  the  United  States  and  Canada,  1910. 
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FHIP,  on  the  other  hand,  would  have  less  incentive  to  choose  a  low- 
cost  plan. 

Health  maintenance  organizations  are  supposed  to  play  a  major  role 
in  the  administration's  program.  It  is  predicted  that  eventually  90 
percent  of  the  population  will  be  in  HMOs.  This  is  despite  the  lack  of 
conclusive  evidence  that  HMOs  really  improve  things.  The  amount  of 
money  for  subsidizing  HMOs  that  is  actually  requested  in  the  admin- 
istration plan  is  small  ($53  million  the  first  year),  so  it  is  difficult  to 
determine  whether  they  will  spring  up  at  the  rate  predicted. 

The  scenario  that  might  develop  if  this  plan  were  enacted  could  be 
something  like  this :  Initially  most  of  the  coverage  will  be  with  private 
insurers,  Blue  Cross-Blue  Shield  and  insurance  companies,  and  care 
will  be  rendered  in  the  usual  way.  Responding  to  the  increase  in  de- 
mand and  the  reduction  in  absolute  cost  consciousness,  medical  care 
prices  will  continue  to  rise.  In  an  attempt  to  "keep  prices  down,"  the 
government  will  regulate  private  insurers  even  more  tightly  and  put 
greater  pressure  on  them  to  use  HMOs — since  capitation  payments  do 
put  a  lid  on  costs  (regardless  of  what  happens  to  quality  and  quantity) . 
Eventually  most  of  the  nation's  medical  care  will  be  provided  through 
HMOs,  for  whatever  amount  of  money  the  government  permits  in- 
surance firms  to  pay  them,  and  people  will  go  without  care  that  the 
HMOs  are  unable  to  afford. 

DISTRIBUTIONAL  EFFECTS 

A  national  health  insurance  program  can,  through  the  benefits  it 
provides  and  the  revenue  sources  used  to  pay  for  them,  redistribute  in- 
come from  the  not  so  poor  to  the  poor.  Desirable  though  some  redis- 
tribution may  be  in  the  opinion  of  many,  the  author  believes  that  it  is 
preferable,  both  politically  and  economically,  to  redistribute  income 
directly.  Of  course,  any  NHI  scheme  will  have  some  distributive  ef- 
fects and,  therefore,  the  scheme  should  be  structured  so  that  these 
effects  are  not  adverse,  In  sum,  redistribution  per  se  is  not  a  proper 
goal  for  NHI,  but  distributional  effects  must  be  considered. 

Distributional  effects  can  be  adjusted  for,  either  by  levying  taxes 
or  by  adjusting  the  "premiums,"  if  any,  that  people  have  to  pay  for 
subsidized  insurance.  These  two  arrangements  differ  only  when  pur- 
chase of  the  insurance  is  voluntary;  when  purchase  is  compulsory, 
"premiums"  are  taxes,  albeit  earmarked  ones. 

The  question  of  what  kind  of  distributional  effect  ought  to  occur  is 
ultimately  an  ethical  one  that  should  be  addressed  separately.  It  is 
perhaps  a  fair  reading  of  most  people's  ethical  position,  however,  to 
state  that  they  would  not,  at  the  least,  favor  redistribution  away 
from  the  poor — although  there  is  little  agreement  on  redistribution 
toward  the  poor. 

Since  FHIP  is  provided  at  less  than  cost  to  low  income  families 
headed  by  an  unemplo}^ed  or  partially  employed  person,  the  net  effect 
of  it  would  probably  be  to  cause  some  increase  in  the  real  income  of 
the  poor.  Employees  covered  under  NHISA  would  make  payments 
which  did  not  depend  on  income.  Presumably  their  payments  would 
differ  depending  on  the  experience  of  the  employee  group,  so  that 
those  working  for  firms  with  healtlw  employees  with  small  families 
would  pay  less  than  others.  But  in  general  each  person  would  pay  the 
same,  and  would  pay  the  full  cost  of  his  benefits.  However,  for  many 
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the  benefits  would  be  worth  less  than  the  cost  of  them,  and  thus  a  net 
loss  would  be  likely  to  be  imposed  on  many  persons.  One  might  judge 
this  loss  especially  difficult  to  bear  for  low  income  persons. 

SUMMARY 

The  administration  proposal  has. some  desirable  characteristics  and 
some  serious  shortcomings.  It  purports  to  offer  a  large  benefit  package 
at  a  given  small  federal  budgetary  cost  and  a  "reasonable"  individual 
premium  payment.  But  this  is  done  through  the  device  of  the  com- 
pulsory "employer's  share,"  which  is  really  no  different  from  a  tax. 
Despite  the  appearance  that  a  major  part  of  the  cost  of  achieving 
the  plan's  objectives  would  fall  on  the  employer,  he  Avould  probably 
be  able  to  shift  much  of  it  back  to  the  employee.  In  addition,  of  course, 
the  allowance  of  tax  deductions  for  the  employer's  and  employee's 
shares  of  premiums  would  involve  a  cost  to  the  government.  (Further 
discussion  of  the  cost  of  the  administration's  plan  is  deferred  to  the 
next  chapter.) 

The  program  also  appears  to  be  defective  because  many  low  income 
employees  might  not  participate.  For  those  who  did  participate,  it  is 
defective  precisely  because,  over  a  wide  range,  benefits  do  not  vary 
with  income.  (This  ignores  the  fact  that  the  unemployed  who  do  not 
have  minor  children  get  no  benefits  at  all.)  As  a  result,  overuse  b}^ 
higher  income  families  would  probably  be  encouraged,  while  lower 
income  families  would  receive  little  protection  against  losses  which, 
for  them,  may  be  catastrophic. 

Alternative  NHI  Proposals 

FULL-COVERAGE  PLANS 


Several  of  the  plans  currently  before  Congress  would  provide,  to  the 
entire  population  regardless  of  income,  almost  complete  coverage  of 
anything  that  could  be  classified  as  a  "medical  expense.  These  plans 
include  the  Kennedy- Griffiths  bill8  and  the  Javits  bill.9 

The  Kennedy- Griffiths  plan  appears  to  be  the  most  extensive  of  these. 
It  proposes  to  cover  all  citizens  of  the  United  States  for  all  services  of 
physicians  and  hospitals  (except  cosmetic  surgery  and  the  like),  as 
well  as  for  most  drugs  (for  inpatient  care  provided  by  "comprehensive 
health  service  organizations"  or  for  chronic  conditions),  home  health 
visits,  nursing  home  care  up  to  120  days,  optometric  care,  diagnostic 
tests,  medical  appliances,  and  dental  care  for  children.  The  only  major 
limitations  are  on  psychiatric  care  (45  days  per  spell  of  illness)  and 
long-term  chronic  care.  No  co-payments,  fees,  or  deductibles  of  an}^ 
kind  could  be  imposed. 

Under  the  plan,  physicians  and  dentists  could  choose  to  be  paid  in 
one  of  three  ways.  First,  they  may  be  salaried  employees  of  com- 
prehensive health  service  plans  (CHSP)  that  agree  to  provide  "needed" 
care  in  return  for  a  capitation  payment.  The  pt^sicians  in  these  plans 
would  be  paid  first  out  of  a  sum  of  money  allocated  by  the  central  plan 
to  each  geographic  region.  Second,  physicians  and  other  practitioners 
may  agree  to  direct  annual  capitation  payments,  and  this  group 


8  S.  3  and  H.R.  22, 92nd  Congress,  1st  Session.  See  also  Committee  for  National  Health  Insurance,  Health 
Care  for  all  Americans  Thru  National  Health  Insurance  (Washington  1970). 

9  S.  836,  92nd  Congress,  1st  Session. 
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would  be  paid  next  out  of  the  fund.  The  remainder  of  the  sum  allocated 
to  practitioners  would  then  be  used  to  pay  those  physicians  who 
continued  to  charge  fees  for  specific  services.  If  total  fees  exceed  the 
sum  of  money  left  over  for  that  purpose,  they  would  be  reduced  on  a 
pro  rata  basis  to  a  level  at  which  they  just  equaled  the  moneys  available. 
The  clear  intent  of  this  provision  is  to  encourage  physicians  to  join  a 
comprehensive  health  service  plan  by  reducing  the  incomes  they  are 
likely  to  earn  in  solo  practice  and  by  guaranteeing  their  incomes  if 
they  are  compensated  by  salaries  or  capitation  payments.  In  effect, 
the  government  would  set  the  prices  to  be  paid  to  physicians,  and  no 
market  test  would  exist.  Hospitals  would  be  paid  on  the  basis  of  costs, 
with  some  incentive  payments  for  experimentation. 

The  plan  would  be  financed  by  an  employee  tax  of  3.5  percent  on  the 
first  $15,000  of  earnings,  an  employer  tax  of  1  percent  on  total  payrolls 
and  a  tax  on  the  self-employed  of  2.5  percent  on  the  first  $15,000  of 
earnings.  It  is  estimated  that  these  taxes  would  raise  50  percent  of  the 
necessary  revenue.  The  other  50  percent  would  come  from  general 
revenues.  Medicare  and  its  tax  would  be  abolished,  since  persons  over 
65  years  of  age  would  be  covered  by  the  new  plan.  The  payroll  tax  is 
earmarked  for  a  trust  fund  that  is,  however,  almost  wholly  superficial, 
since  taxes  and  expenditures  are  supposed  to  balance;  the  trust  fund 
serves  only  to  smooth  out  the  extent  to  which  taxes  would  have  to 
fluctuate  with  expenditures. 

Unlike  the  Kennedy- Griffiths  plan,  the  other  full-coverage  proposals 
include  some  nominal  co-payments  and  deductibles.  For  example,  the 
Javits  plan  retains  current  Medicare  deductibles  and  co-payments, 
and  adds  coverage  for  drugs — with  a  user  charge  of  $1  per  prescrip- 
tion— and  for  annual  physical  examinations,  but  it  does  not  cover 
dental  care.  (In  substance,  the  Javits  plan  is  only  an  extension 
of  Medicare  to  the  entire  population.)  The  plan  would  require 
charges  to  be  "appropriate"  as  well  as  "reasonable"  but  in  general 
would  follow  the  current  Medicare  practice,  with  provision  for 
experimentation. 

Evaluation  of  Full-coverage  Proposals. — One  substantive  and  sig- 
nificant change  that  would  be  produced  by  the  Kennedy- Griffiths 
plan  would  be  more  insurance  coverage,  often  considerably  more,  for 
some  parts  of  the  population.  The  very  poor  already  receive  compre- 
hensive coverage  under  Medicaid.  But  the  income  limits  for  Medicaid 
eligibility  vary  from  state  to  state.  At  the  other  end  of  the  income 
scale,  upper  income  families  now  generally  obtain,  on  their  own,  some 
coverage  for  medium  sized  and  large  expenses,  especially  those  con- 
nected with  hospitalization — although  10  percent  of  those  with  in- 
comes above  $10,000  chose  not  to  buy  hospitalization  insurance  in 
1967.  At  present  there  is  less  coverage  at  lower  income  levels  than  at 
higher  income  levels  and  less  coverage  of  non-hospital-connected 
expenses  that  tend  to  be  smaller  and  more  routine.  Private  coverage's 
lack  of  appeal  for  low  income  families  is,  no  doubt,  due  largely  to  the 
presence  of  Medicaid,  since  a  person  who  pays  for  private  benefits 
loses  the  equivalent  Medicaid  benefits.  The  attractiveness  of  private 
insurance  is  also  very  strongly  related  to  employment.  A  person  is 
much  more  likely  to  have  coverage  if  he  is  employed  in  a  firm  which 
offers  group  coverage,  and  very  often  group  coverage  is  compulsory  in 
the  sense  that  it  is  "paid  for"  by  the  employer.  Conversely,  premiums 
far  exceed  expected  benefits  (by  almost  100  percent)  under  individual 
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plans,  so  a  person  whose  employment  does  not  offer  him  a  group  plan 
will  find  that  an  individual  policy  is  very  expensive,  given  the  benefits 
he  is  likely  to  receive.  Individual  coverage  also  means  that  the  pur- 
chaser loses  the  tax  advantages  of  having  the  employer  "pay  for"  his 
insurance  in  dollars  of  his  wage-equivalent  that  are  not  subject  to 
income  tax.  Where  routine  physician  or  dental  care  coverage  does  ex- 
ist, it  is  generally  obtained  in  union  contracts  and  "paid  for"  by  the 
employer,  so  that  it  too  is  made  economic  by  tax  advantages,  even 
though  it  contradicts  principles  of  rational  insurance.  Alternatively 
these  kinds  of  expenses  are  sometimes  covered  in  major  medical 
programs  when  expenses  get  high  enough. 

The  picture  of  coverage  that  emerges  is  one  in  which  the  poor  (and 
the  near-poor  in  those  states  with  higher  Medicaid  eligibility  limits) 
have  substantially  full  coverage  and  the  majority  of  higher  income 
families  have  coverage  for  large,  infrequent  hospital  bills,  but  not  for 
routine  physician,  drug,  or  dental  expenditures.  Lower  middle  and 
middle  income  families  are  the  least  likely  to  have  any  kind  of  coverage. 

The  full-coverage  plans  would  fill  all  of  these  "gaps"  by  providing 
compulsory  coverage  for  the  minority  of  families  at  each  income  level 
who  chose  not  to  purchase  hospitalization  insurance  and  for  the  ma- 
jority of  families  who  chose  not  to  buy  coverage  against  routine  drug, 
dental,  and  physician  care.  The  effect  of  increased  coverage  on  desired 
usage  is  clear:  Once  care  becomes  "free,"  people  will  want  to  use  more 
of  it. 

Whether  desired  usage  will  be  translated  into  actual  usage  depends 
on  whether  the  government  decides  to  permit  the  supply  of  facilities 
and  practitioners  to  expand  and  whether  it  provides  incentives  for 
producers  to  render  care.  If  "shortages"  of  personnel  are  to  be  elimi- 
nated under  this  program,  as  is  suggested,  increases  in  usage  such  as 
those  that  followed  the  introduction  of  Medicare  will  be  likely  to  re- 
sult. Since  everyone  has  the  incentive  of  free  care,  everyone,  regard- 
less of  income,  will  tend  to  use  more  care.  Utilization  reviews  have 
tended  to  be  ineffective  under  Medicare,  and  they  will  probably  prove 
ineffective  here.  The  predictable  consequence  of  the  initiation  of  uni- 
versal coverage  without  limitations  on  supply  is  "overuse"  of  care — 
"overuse"  in  the  sense  that  the  care  used  costs  more  than  it  is  worth 
to  the  direct  consumer  or  to  society.  Overuse  is  especially  likely  to 
take  a  qualitative  form — that  is,  it  is  likely  to  involve  the  use  of  care 
of  higher  quality  and  cost  than  is  warranted  by  the  value  of  the  care. 

An  alternative  course  of  action  would  be  to  prevent  supply  from 
expanding  sufficiently  to  provide  all  the  care  that  people  want.  This 
alternative  could  take  the  form  that  it  has  taken  in  Great  Britain — the 
failure  to  build  new  hospitals  and  to  train  personnel — or  it  could 
involve  financial  incentives.  For  example,  suppliers  could  be  com- 
pensated in  such  a  way  that  they  tend  to  make  more  money  the  less 
care  they  provide.  If  a  supplier  loses  money  by  providing  additional 
care,  such  care  is  less  likely  to  be  provided.  This  outcome  could  be 
expected  if  payments  were  made  to  providers  on  a  capitation  or  salary 
basis,  since  in  both  cases  the  maximum  net  income  would  be  obtained 
when  no  care  was  provided,  and  additional  care  would  reduce  net 
income  or  utility.  If  the  amount  of  care  people  demand  exceeds  the 
amount  that  is  available,  queues  are  likely  to  develop  as  a  means  of 
rationing  care.  A  time  cost  rather  than  a  money  cost  is  then  used  to 
ration  care :  A  person  gets  care  only  if  he  is  willing  and  able  to  spend 


105 

the  time  required.  In  such  a  situation,  the  "financial  barrier"  to  care 
is  replaced  by  a  kind  of  "temporal  barrier." 

It  is  unlikely  that  this  would  produce  a  satisfactory  outcome.  The 
willingness  or  ability  to  pay  a  time  cost  seems  to  have  no  particular 
relationship  to  the  amount  of  care  we  might  want  a  person  to  get. 
Some  poor  people  would  be  better  able  to  pay  a  time  cost  than  a 
money  cost,  but  other  poor  people,  especially  those  who  are  employed, 
may  not  be  so  able.  The  employed  poor  person  loses  less  in  dollar 
income  from  a  time  cost  than  does  the  wealthy  person,  but  the  dollars 
he  loses  might  mean  more  to  the  poor  person.  Under  a  queueing 
arrangement,  the  wealthy  dowager  will  get  care  for  a  minor  complaint 
while  the  ill  worker  who  cannot  afford  to  take  time  off  from  work  will 
go  without. 

There  is  another  disadvantage  to  a  queueing  arrangement,  as  com- 
pared with  a  money  cost  arrangement.  Under  the  latter,  the  money 
cost  of  the  care  is  received  by  the  provider  of  care,  and  it  constitutes 
a  transfer  of  resources  from  one  person  to  another.  But  time  cost  is  a 
cost  that,  while  paid  out  by  someone,  is  collected  by  no  one.  The  time 
spent  in  waiting  is  pure  waste. 

The  critical  point  is  that  it  is  not  necessary  to  remove  all  financial 
barriers  to  care  in  order  to  get  people  to  use  a  given  amount  of  care. 
If  the  goal  of  the  program  is,  as  Sen.  Edward  Kennedy  has  suggested, 
to  remove  "barriers  to  the  care  people  need,"  10  the  way  to  go  about 
this  is  not  to  remove  all  barriers  to  all  care,  whether  the  care  is 
"needed"  or  not,  as  do  the  universal  programs  (including  the  Kennedy- 
Griffiths  plan).  Instead,  it  would  be  better  to  design  a  system  of  user 
charges  that  would  induce  the  right  people  to  use  the  right  amounts 
of  care. 

For  most  people,  the  universal  programs  provide  additional  insur- 
ance coverage  against  previously  uninsured  expenses  that  are  relatively 
predictable  and  that  are  small  in  relation  to  income.  The  additional 
coverage  is  for  out-of-hospital  physician  care,  routine  prescription 
drugs,  more  dental  care,  and  home  health  visits.  It  is  true  that,  as 
long  as  expenses  are  a  little  unpredictable,  risk-averse  individuals  will 
consider  insurance  against  them  as  a  welfare  gain.  But  the  gain  will 
be  small,  and  may  well  be  offset  by  the  administrative  costs  of  the 
program  and  by  the  costs  of  overuse  just  discussed. 

The  Javits  plan  retains  the  upper  bounds  on  coverage  of  hospital 
usage  that  is  in  Medicare.  This  feature  is  especially  pernicious  from 
the  viewpoint  of  risk  reduction,  since  it  means  that  a  person  will  lose 
coverage  against  precisely  those  large  catastrophic  expenses  for  which 
coverage  is  most  valuable. 

All  of  the  universal  coverage  plans  clearly  favor  the  prepaid  group 
practice  method  of  organizing  medical  care,  with  capitation  payments 
to  individual  physicians  ranking  second.  The  currently  prevailing 
method,  that  is,  fee-for-service  solo  practice,  ranks  third  and  appears 
to  be  only  grudgingly  tolerated  in  the  Kennedy- Griffiths  plan. 

The  academic  physicians  who  were  consulted  in  the  design  of  these 
proposals  tended  to  favor  the  group-practice,  hospital-oriented  ap- 
proach, perhaps  because  it  most  closely  approximates  the  university 
teaching  hospital  they  know  best.  In  addition,  there  are  some  studies 
which  show  lower  hospital  use  in  prepaid  plans.  This  evidence  is  far 

10  Senator  Edward  Kennedy,  "National  Health  Insurance  and  Health  Security,"  speech  before  the 
Senate,  91st  Congress,  2d  Session,  August  27, 1970. 
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from  conclusive,  however.  If  persons  can  choose  which  plan  to  join,  as 
they  could  in  most  of  the  cases  studied,  people  who  join  the  prepaid 
plan  would  probably  be  the  ones  with  a  dislike  for  hospital  usage, 
while  those  who  favor  the  traditional  hospitalization-oriented  form 
of  care  would  remain  in  the  Blue  Cross-Blue  Shield  type  of  group.  It 
is  not  legitimate  to  infer  that  the  non-prepaid  group  practice  members 
would  have  had  the  same  or  even  approximately  the  same  experience 
as  the  prepaid  group  practice  members,  because  the  members  of  each 
group  were  self -selected.  Presumably  only  persons  who  like  the  pattern 
of  care  given  under  each  arrangement  would  choose  that  arrangement. 
By  the  nature  of  the  enrollment  process,  the  two  groups  whose  ex- 
periences are  being  compared  are  dissimilar. 

The  alternative  type  of  arrangement  in  which  persons  have  no 
choice  about  which  plan  they  will  join  has  also  been  studied,  and 
this  arrangement  avoids  the  problem  of  self-selection.  But  it  raises  the 
possibility  that,  since  plan  members  have  no  alternative,  the  plan 
itself  might  reduce  hospital  use  in  order  to  maximize  profits  or  mini- 
mize losses.  As  we  have  already  noted,  a  reduction  in  the  amount  of 
care  given  will  probably  have  little  effect  on  the  usual  measures  of 
"health."  Yet  it  may  make  the  members,  in  their  own  estimation, 
worse  off  than  they  would  have  been  under  the  Blue  Cross-Blue  Shield 
or  more  traditional  plans.  It  is  indeed  ironic  that  it  should  be  regarded 
as  an  advantage  of  a  particular  form  of  organization  that  it  gives  its 
members  less  medical  care  than  an  alternative  form.  The  critical 
question  is  whether  the  costs  saved  are  greater  than  the  value  of  the 
care  given  up,  and  we  cannot  be  sure  that  this  is  always  the  case. 

There  are  also  some  studies  which  do  not  show  that  prepaid  group 
practice  leads  to  lower  hospital  usage  or  lower  costs.  It  may  be  that 
persons  who  are  members  of  prepaid  groups  use  some  care  outside  the 
group,  when  they  want  to  get  a  particular  physician  or  when  they  do 
not  want  to  delay  a  procedure,  so  that  the  gap  may  be  narrower  than 
it  appears  from  the  statistics.11 

It  may  well  be  that  no  single  organizational  form  is  most  appropriate, 
but  rather  that  solo  fee-for-service  practice,  capitation,  and  prepaid 
groups  should  coexist  so  as  to  give  the  consumer  the  widest  possible 
choice.  For  most  of  the  population,  transportation  is  efficient  enough 
to  make  this  coexistence  feasible.  In  any  case,  what  perhaps  needs  to 
be  done  at  this  stage  is  to  set  up  an  arrangement  in  which  competition 
between  alternative  forms  will  lead  to  the  outcome  that  in  fact 
represents  the  best  balancing  of  costs  and  benefits.  This  means  that 
any  remaining  opposition  by  organized  medicine  to  alternatives  to  the 
traditional  method  of  practice  should  be  set  aside.  It  means  that  no 
single  method  of  providing  medical  care  should  be  subsidized  by  more 
than  the  "seed  money"  that  might  be  necessary  for  experimentation. 
Finally,  it  means  that  consumers  have  to  be  presented  with  arrange- 
ments which  make  it  possible  for  them  to  choose  rationally,  i.e.,  they 
must  have  the  necessary  information  and  the  financial  incentive  to 
seek  out  low-cost  care.  The  "best"  care  is  not  necessarily  the  best  if  it 
costs  too  much,  and  consumers  need  to  be  made  aware  of  this. 

The  pronounced  advantage  that  the  Kennedy- Griffiths  plan  gives 
to  prepaid  group  or  capitation  forms  of  practice  seems  to  be  unwise. 
This  plan  does  provide  an  incentive  for  consumers  to  seek  out  the  ar- 
rangements that  give  them  the  most  benefits,  since  they  can  switch 

11  For  a  summary  of  most  of  these  studies,  see  H.  E.  Klarman,  "The  Effect,  of  Prepaid  Group  Parctice 
on  Hospital  Use,"  Public  Health  Reports,  November  1963. 
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from  one  capitation-paid  primary  physician  to  another  or  from  one 
group  plan  to  another,  but  the}7  have  no  incentive  to  consider  the  cost 
of  alternative  forms.  In  sum,  these  plans  seem  to  favor  forms  of  care 
that  are  not  obviously  superior. 

PARTIAL-COVERAGE  PLANS 

Several  programs  have  been  designed  which,  unlike  the  Javits  bill 
or  the  Kennedy-Griffiths  bill,  would  require  significant  co-payments 
and  deductibles.  Below,  two  such  proposals  are  described  and 
evaluated. 

American  Hospital  Association's  Ameriplan. — Like  the  Kennedy- 
Griffiths  proposal,  the  American  Hospital  Association's  " Ameriplan"  12 
emphasizes  the  virtues  of  prepaid  group  practice.  In  fact,  its  basic 
"innovation"  is  claimed  to  be  something  called  a  "Health  Care  Corpo- 
ration," whereas  its  financing  mechanism  appears  to  be  almost  an 
afterthought,  proposed  only  as  a  "lever  to  motivate  change."  The  pro- 
posal does  net  address  the  question  of  whether  the  Health  Care  Corpo- 
ration is  viable  in  its  own  right.  It  appears  to  assume  that  America's 
huge  and  complex  health  industry  is  a  "cottage  industry"  that  must 
be  changed  into  a  "coordinated  and  comprehensive  system."  Whether 
or  not  Health  Care  Corporations  are  desirable  (and  they  may  well  be 
desirable  for  some  parts  of  the  population) ,  it  is  clearly  a  misconception 
to  call  the  current  organization  a  "cottage  industry."  The  hospital  is 
very  important  to  the  modern  physician,  and  few  physicians  practice 
wholly  in  their  offices.  There  is  a  complex  system,  a  true  system,  of  in- 
terrelationships between  physician,  hospital,  laboratory,  and  patient, 
tied  together  by  staff  privileges,  referrals,  and  market  transactions.  It 
is  true  that  these  relationships  are  external  and  are  not  internalized  in  a 
single  all-controlling  organization,  but  the  charges  of  "cottage  indus- 
try" or  "nons}7stem"  can  only  come  from  those  not  familiar  with  the 
concept  of  a  decentralized  system — who  think  that  the  only  kind  of 
system  worthy  of  the  name  is  one  with  overt  centralized  control.  This 
is  not,  of  course,  to  say  that  the  current  health  care  system  may  not 
need  improvement,  or  may  be  too  decentralized.  It  is  only  to  say  that 
the  model  of  centralized  control  is  not  the  only  rational  example. 

Upon  analysis,  the  Health  Care  Corporation  seems  to  be  a  repack- 
aged form  of  prepaid  group  practice  and  not  a  true  innovation.  The 
only  difference  between  its  approach  and  that  of  prepaid  groups  is  that 
capitation  payments  may  not  be  the  sole  source  of  financing  in  the  early 
years.  What  is  distinctive  about  Ameriplan  is  the  insurance  benefit 
package  it  embodies.  Ameriplan  consists  of  three  parts : 

(1)  The  Standard  Benefits  Package  (SBP)  would  be  financed 
through  general  taxes  for  the  poor,  the  near-poor,  and  the  aged,  and 
through  voluntary  direct  private  payments  by  all  others.  SBP  would 
cover  all  physician,  drug,  hospital,  and  extended  care,  including  nurs- 
ing home  and  home  health  care.  Co-payments  might  be  required,  and 
the  number  of  days  might  be  limited.  Only  persons  with  the  Standard 
Benefits  Package  would  be  eligible  for  the  second  part  of  this  proposal, 
the  Health  Maintenance  and  Catastrophic  Illness  Benefits  Package 
described  below. 

(2)  The  Health  Maintenance  and  Catastrophic  Illness  Benefits 
Package  (HMCIBP)  would  be  tax-financed  for  all.  This  package 

12  Special  Committee  on  the  Provision  of  Health  Services,  "Ameriplan— A  Proposal  for  the  Delivery 
and  Financing  of  Health  Services  in  the  United  States"  (Chicago,  1970). 
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would  consist  of  health  maintenance  benefits,  primarily  physical  ex- 
aminations and  tests,  and  well-baby  and  dental  care  for  children. 
Catastrophic  benefits  would  be  available  after  a  certain  amount  of  ex- 
penditure, related  to  income,  was  made. 

(3)  Supplemental  benefits  would  be  provided  to  cover,  for  example, 
additional  hospital  days  above  90  or  co-payments,  and  would  be  pur- 
chased voluntarily. 

The  poor  would  receive  parts  (1)  and  (2)  wholly  paid  for  through 
taxes.  The  near-poor  would  pay  part  but  not  all  of  the  cost  of  part  (1). 
Middle  and  upper  income  persons  would  pay  the  full  cost  of  part  (1), 
but  would  receive  coverage  under  part  (2)  "free,"  financed  through 
the  social  security  tax.  It  is  intended  that  there  be  a  "gap"  in  coverage 
between  the  standard  benefits  and  the  catastrophic  benefits.  Ap- 
parently, this  gap  is  supposed  to  get  people  to  pay  for  the  care  for 
which  they  are  "able  to  pay." 

The  benefit  package  that  Ameriplan  proposes  to  offer  to  most 
Americans  appears  to  be  a  curious  one.  Coverage  would  be  almost  full, 
except  for  a  co-payment  that  would  be  nominal  at  most  income  levels 
and  for  the  gap  in  coverage  once  high  benefit  levels  were  attained. 
Persons  who  purchased  the  standard  package  would  probably  con- 
siderably increase  their  usage  of  care.  The  flat  10  or  20  percent  co-pay- 
ment that  the  SBP  involved  would  be  unlikely  to  deter  usage  much, 
especially  for  high  income  families.  Thus,  for  these  people,  overusage 
would  be  predictable.  The  deterrent  effect  of  the  co-payments  would 
increase  as  income  decreased  so  that,  depending  on  where  the  cata- 
strophic insurance  took  over,  some  underuse  might  occur  in  the  sense 
that  some  people  might  decide  not  to  use  care  that  others  would  have 
been  willing  to  pay  for  them  to  receive. 

The  health  maintenance  benefits  would  be  unlikely  to  have  much  of 
an  effect  on  usage  by  adults.  The  cost  of  routine  physical  examinations 
or  diagnostic  tests  is  small  relative  to  most  families'  incomes.  Thus  I 
suspect  that  the  financial  barrier  probably  keeps  few  away.  More 
likely,  people  fail  to  take  periodic  examinations,  because  they  are 
costly  in  terms  of  time  and  because  the  likelihood  of  anything  useful 
being  discovered  is  low.  If  everyone  had  a  periodic  test,  physicians 
would  probably  have  to  spend  a  great  deal  of  their  time  hunting  down 
abnormalities  which  turn  out  to  be  no  indication  of  anything  wrong. 
A  Health  Care  Corporation  could,  of  course,  make  a  periodic  examina- 
tion compulsory,  if  it  wished.  But  then  there  would  be  no  need  to  make 
it  "free"  and  finance  it  with  tax  funds.  Its  cost  could  }\is\  be  tacked  on 
to  the  premium. 

In  contrast,  the  pediatric,  dental,  and  well-baby  benefits  would  be 
likely  to  produce  a  rather  sizable  effect  on  usage,  and  it  is  difficult  to 
see  what  the  corresponding  benefits  from  this  additional  use  would  be. 
This  would  be  especially  for  dental  benefits,  since  dental  care  is  often 
discretionary  and  of  low  value.  A  cut  in  the  price  of  dental  care  to  zero 
would  probably  produce  a  big  bulge  in  demand,  and  it  is  difficult  to 
see  where  the  dentists  would  come  from  to  satisfy  it.  Thus  this  benefit 
would  be  likely  either  to  lead  to  overuse  or  be  impossible  to  implement. 
The  "'gap"  in  coverage  between  "high"  expenses  and  catastrophic 
expenses  would  probably  have  little  effect  on  usage,  since  it  would 
occur  rarely  and  ordinarily  only  in  cases  of  serious  illness  when  there  is 
little  discretion  as  to  treatment  (if  any  treatment  is  to  be  given) . 
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The  conclusions  set  forth  above  hold,  however,  only  for  those  who 
choose  to  participate  in  Ameriplan.  The  poor  would  obviously  do  so, 
since  it  would  cost  them  nothing.  But  the  near-poor  would  have  to  pay 
something  for  the  standard  benefit  package,  and  middle  and  upper 
income  families  would  have  to  pay  its  full  cost.  SBP  is  the  package  that 
would  cover  the  bulk  of  a  participant's  care.  The  incentive  for  buying 
it  would  be,  of  course,  that  if  a  participant  failed  to  do  so,  he  would 
lose  the  health  maintenance  and  catastrophic  benefits  for  which  he  had 
already  paid  through  payroll  taxes.  But  since  these  benefits  are  likely 
to  be  small  in  terms  of  expected  value  and  distant  in  terms  of  realiza- 
tion, it  is  likely  that  many  people  may  decide  that  a  small  amount  of 
"free"  insurance  is  not  a  sufficient  inducement  to  purchase  the  large 
and  expensive  standard  benefits  package.  This  would  be  especially 
true  because,  if  a  person  buys  SBP,  he  would  have  to  pay  premiums 
representing  the  costs  of  "overused"  care  that  is  worth  less  to  him  than 
it  costs.  The  person  will  decide  how  much  care  to  use  by  considering 
the  benefits  he  gets  from  the  care  and  its  cost  to  him.  Under  full 
coverage,  the  only  direct  cost  to  him  of  additional  usage  is  the  in- 
finitesimal amount  his  premium  will  rise  because  of  additional  usage. 
He  may  well  use  care,  and  so  will  others,  to  such  an  extent  that  the 
premium  each  has  to  pay  is  more  than  the  insurance  benefits  from 
covering  the  costs  of  low-value  care,  are  worth.  This  "moral  hazard" 
is  likely  to  be  especially  associated  with  insurance  that  covers  dis- 
cretionary, routine  kinds  of  care,  and  it  is  precisely  that  kind  of  care 
which  could  represent  the  additional  coverage  under  SBP  for  most 
people. 

So  there  may  be  people  who  decide  to  forego  the  catastrophic  and 
preventive  coverage  because  they  do  not  want  to  buy  costly,  ineffi- 
cient coverage  of  routine  expenses.  Some  of  the  near-poor  may  decide 
that,  even  with  the  subsidy,  SBP  is  not  worth  its  cost  to  them.  This 
effect  on  usage  among  the  near-poor  would  be  especially  undesirable, 
since  those  who  chose  to  opt  out  of  the  entire  program  would  be 
likely  to  be  precisely  those  who,  in  the  opinion  of  others,  most  needed 
the  care.  Thus  Ameriplan  would  be  likely  to  produce  a  pattern  of 
overuse  and  underuse — overuse  among  middle  and  upper  income 
families  who  participated  because  of  the  incentive  of  "free"  HMCIBP, 
and  underuse  among  lower  income  families  who  decided  not  to  partic- 
ipate and  therefore  would  be  totally  uncovered  when  struck  with  a 
catastrophic  illness.  It  is  desirable,  as  will  be  argued  below,  to  include 
catastrophic  coverage  in  any  NHI  package.  But  Ameriplan  offers 
it  on  an  "all-or-nothing"  basis,  in  the  sense  that  a  person  must  either 
buy  the  full  SBP-HMCIBP  package  in  order  to  participate,  or  he 
gets  no  subsidy  at  all.  In  essence,  the  plan  does  not  subsidize  cata- 
strophic benefits,  but  rather  places  a  positive  cost  in  terms  of  waste 
in  the  way  of  getting  them. 

If  opting  out  by  lower  income  families  became  a  serious  problem 
under  the  plan,  two  outcomes  would  be  possible.  Purchase  of  SBP 
could  be  made  compulsory;  and,  in  this  event,  the  "private  payments" 
by  the  non-poor  would  be  no  different  from  a  tax,  a  regressive  one  at 
that.  Or  the  subsidy  to  purchase  SBP  could  be  increased  sufficiently 
so  that  SBP  was  almost  free  to  everyone — in  which  case  Ameriplan 
would  be  little  different  from  the  universal  coverage  schemes  already 
discussed. 
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As  far  as  risk-spreading  benefits  are  concerned,  Ameriplan's  cata- 
strophic coverage  would  be  very  worthwhile,  because  it  provides 
coverage  against  those  large  and  unpredictable  expenses  that  reduce 
people's  spendable  income  the  most.  But,  as  noted,  the  all-or-nothing 
nature  of  the  purchase  arrangement  might  mean  that  many  people 
would  not  get  these  benefits.  The  "gap"  or  the  "hole-m-the-middle" 
of  coverage  between  SBP  and  catastrophic  coverage  seems  unex- 
plainable.  If  it  is  desired  that  people  make  out-of-pocket  payments, 
the  right  time  to  collect  such  payments  would  not  seem  to  be  when  a 
family  member  is  suffering  from  a  very  serious,  expensive  and  pro- 
longed illness.  Restriction  on  overuse  can  hardly  be  an  important 
goal  here,  since  the  care  needed  is  not  of  a  discretionary  sort.  And 
there  may  be  large  non-medical  costs,  especially  if  a  parent  or  spouse 
is  ill,  that  make  the  absence  of  coverage  of  medical  costs  at  this  point 
undesirable  from  the  viewpoint  of  risk  reduction. 

In  summary,  Ameriplan  is  attractively  packaged.  But  its  "main" 
component  is  a  face-lifted  form  of  prepaid  group  practice,  whose  value 
has  yet  to  be  demonstrated.  And  its  financial  protection  suffers  from 
hole-in- the-middle  and  all-or-nothing  features  that,  upon  examination, 
seem  to  be  undesirable. 

American  Medical  Association's  Medicredit  Plan. — Medicredit,  of- 
fered by  the  American  Medical  Association  and  sponsored  by  Sen. 
Hansen  and  Rep.  Fulton,13  uses  income  tax  credits  to  subsidize  pur- 
chases of  health  insurance.  Under  the  plan,  a  taxpayer  could  claim  a 
credit  against  his  income  tax  liability,  in  lieu  of  a  medical  expense 
deduction  against  adjusted  gross  income,  for  policies  offering  both 
basic  and  catastrophic  coverage.  The  allowable  credit  would  be  the 
sum  of  the  entire  premium  for  catastrophic  coverage  plus  a  portion  of 
the  premium  for  basic  coverage.  The  portion  of  the  premium  for  basic 
coverage  that  would  be  allowed  as  a  tax  credit  would  decrease  gradu- 
ally from  100  percent  (for  families  with  no  tax  liability  in  the  base 
year)  to  10  percent  (for  families  with  a  base  year  tax  liability  greater 
than  $890). 14  If  a  family  had  no  income  tax  liability  in  the  base  year, 
it  would  receive  a  voucher  to  permit  purchase  of  the  insurance.  The 
policies  would  be  bought  from  private  insurance  companies. 

Basic  benefits  provided  by  the  insurance  policy  would  include  60 
days  of  hospitalization  per  year,  plus  unlimited  emergency  and  out- 
patient care,  including  examinations,  maternity  and  well-baby  care, 
ambulance  service  and  psychiatric  care.  There  would  be  a  $50  deduct- 
ible for  each  hospital  stay,  a  20  percent  co-payment  of  the  first  $500 
(per  family)  of  emergency  and  outpatient  care,  and  a  20  percent  co- 
payment  of  the  first  $500  (per  family)  of  medical  expenses  and  the 
expenses  of  dental  or  oral  surgery  and  ambulance  service. 

The  catastrophic  coverage  would  include  hospitalization  above  60 
days,  blood  and  plasma  for  outpatients  and  prosthetic  aids.  It  would 
require  no  co-payment,  but  would  include  an  income-conditioned 
deductible  to  reflect  the  recognition  that  what  constitutes  a  cata- 
strophic expense  varies  directly  with  income.  Thus  the  deductible  is 
calculated  as  10  percent  of  the  first  $4,000  of  the  family's  taxable 
income,  15  percent  of  the  next  $3,000,  and  20  percent  of  the  remainder. 
This  formula  is  designed  to  insure  that  a  family  of  four  with  an  ad- 
justed gross  income  of  $3,000  or  less  would  not  be  required  to  make 

13  S.  987  and  H.R.  4960,  92nd  Congress,  1st  Session. 

u  An  individual's  base  year  is  his  taxable  year  which  ends  six  months  before  his  benefit  year  begins.  His 
benefit  year  is  the  12  month  period  during  which  he  is  eligible  to  receive  insurance  benefits. 
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any  expenditure  before  receiving  catastrophic  benefits.  A  family  of 
four  with  an  adjusted  gross  income  of  $10,000,  on  the  other  hand, 
would  have  to  pay  $775  before  receiving  catastrophic  benefits.  The 
deductible  and  co-payment  expenses  incurred  in  securing  basic  bene- 
fits could  be  credited  toward  the  catastrophic  deductible. 

A  tax  credit  is  an  alternative  to  a  direct  public  subsidy.  The  only 
differences,  and  they  are  not  major,  are  that  the  tax  credit  (1)  avoids 
running  money  through  the  fiscal  apparatus  of  the  government  and 
(2)  may  involve  less  flexibility  in  raising  taxes,  since  there  is  little 
reason  to  raise  taxes  of  someone  who  exhausts  his  tax  with  credits. 
Medicredit  differs  from  all  the  other  plans  considered  here  in  that  it 
does  not  necessarily  give  the  largest  subsidy  and  the  largest  coverage 
to  the  poor. 

Medicredit's  effect  on  usage  is  likely  to  be  curious.  The  subsidy  to 
purchase  insurance  covering  routine,  discretionary  care  could  lead 
some  persons  to  buy  too  much  insurance  and  too  much  care.  A  uni- 
form user  price  or  co-pa3^ment,  even  if  it  is  below  the  full  cost  of  care, 
cannot  be  efficient  for  all  persons  at  all  income  levels. 

The  requirement  that  a  person  by  the  entire  basic  benefits  package 
before  any  subsidy  can  be  received  or  before  insurance  covering 
supplemental  items  can  be  subsidized  is  another  kind  of "  all-or-nothing" 
arrangement.  Either  the  person  gets  the  entire  subsidy  or  he  gets 
nothing  at  all.  Comments  made  in  the  discussion  of  Ameriplan  apply 
equally  here. 

Medicredit  offers  a  subsidy  for  insurance  purchases  which  varies 
inversely  with  income.  Theory  would  lead  one  to  predict  that  persons 
with  large  incomes  would  require  a  larger  subsidy  to  induce  them  to 
buy  insurance  against  a  given  loss,  since  the  alternative  of  self- 
insurance  is  more  attractive  to  them.  This  aspect  may  be  offset,  in  the 
medical  insurance  case,  by  the  tendency  of  medical  costs  to  rise  with 
income.  We  know  so  little  about  the  demand  for  medical  insurance  that 
any  conjectures  about  the  result  of  an  insurance  subsidy,  as  distinct 
from  a  medical  care  subsidy,  must  be  tentative.  In  particular,  there 
is  no  reason  to  believe  that  the  subsidy  pattern  will  have  the  desired 
effect  on  insurance  purchases. 

The  AMA  plan  envisions  no  change  in  the  way  in  which  producers  of 
care  are  reimbursed.  Hospitals  would  continue  to  be  paid  on  the  basis 
of  realized  costs  or  charges,  and  physicians  on  the  basis  of  charges. 
Much  has  been  written  about  the  defects  of  the  systems  used  in 
Medicare  and  Medicaid  and  in  other  insurance.  It  can  be  argued  that 
defects  in  the  physician  reimbursement  mechanism  are  likely  to  be 
accentuated  if  Medicredit  is  enacted.  Apparently,  Medicredit  would 
use  the  "reasonable  and  customary"  fee  basis  used  by  Medicare  and 
Medicaid  rather  than  the  limited  indemnity  basis  still  used  in  some 
Blue  Shield  plans  for  surgical  and  in-hospital  medical  procedures.  The 
enactment  of  Medicredit  would  doubtless  mean  that  insurance  would 
cover  many  more  transactions  and  that  the  proportion  of  "market" 
transactions,  in  which  the  person  pays  the  full  cost  of  care,  would 
shrink.  The  requirement  that  the  fee  be  "customary"  ties  the  insurance 
payment  to  the  market  price.  But  if  the  market  nearly  disappears, 
this  tie  will  lose  whatever  fee-inhibiting  effect  it  had. 

If  the  indemnity  device  were  used  for  reimbursement,  there  might 
be  a  similar  effect.  However,  the  outcome  here  would  be  less  certain. 
Presumably  the  amount  of  the  indemnity  offered  would  be  related  to 
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the  level  of  an  average  or  typical  fee,  although  the  indemnity  might 
be  less  than  the  fee.  If  there  is  a  market  sector,  competition  puts  some 
limits  on  the  average  fee.  But  if  the  market  sector  weakened,  the 
limiting  effect  is  smaller. 

The  insurance-subsidy  feature  of  Medicredit  would  provide  an 
incentive  for  the  consumer  to  choose  an  appropriate  form  of  organiza- 
tion of  medical  care.  Almost  all  persons  would  pay  part  of  the  premium 
for  their  medical  care  coverage,  and  this  part  will  be  larger  the  more 
costly  the  plan  chosen.  Thus,  if  prepaid  group  practice  is  indeed  less 
costly  than  the  traditional  method  and  it  provides  a  bundle  of  care 
that  is  at  least  as  desirable,  the  consumer  would  be  led  to  choose  that 
form  of  care.  There  would  be  an  incentive,  under  Medicredit,  for  the 
consumer  to  choose  among  competing  plans  on  the  basis  of  costs  as 
well  as  benefits. 

However,  the  incentive  structure  is  not  perfect  because  the  pur- 
chaser would  be  looking  at  a  fraction  of  the  cost,  not  the  whole  cost. 
Restrictions  on  types  of  eligible  coverage  would  preclude  the  use  of 
some  types  of  plans  that  might  be  beneficial — for  instance,  plans  with 
higher  co-payments  for  some  kinds  of  care  but  more  coverage  for 
others.  Nevertheless,  Medicredit  scores  highly  in  providing  incentives 
to  participants  to  choose  the  most  efficient  form  of  organization. 

COST  OF  NATIONAL  HEALTH  INSURANCE 

It  is  difficult  to  estimate  the  cost  of  the  various  NHI  proposals.  The 
reason  is  that  all  of  them  imply  some  governmental  control  on  the 
price  and  supply  of  medical  services,  as  well  as  providing  funds  through 
which  demand  is  affected.  If  the  services  are  not  supplied,  they  cannot 
be  obtained.  If  the  government  chooses  to  make  capitation  payments 
of  a  certain  amount  to  hospitals,  the  per  capita  costs  of  hospital  care 
cannot  exceed  that  amount.  Hospitals  will  provide  only  as  much  care 
as  they  can  pay  for  with  the  funds  available.  Queues  may  develop,  or 
people  may  go  without  care  they  would  like  to  receive,  but  the  costs  can 
be  controlled  at  almost  any  level  the  government  chooses.  Medicare 
and  Medicaid  were  "open-ended"  in  the  sense  that  the  government 
agreed  to  provide  as  much  service  as  a  person  wanted,  within  broad 
limits,  "at  reasonable  and  customary"  charges.  The  capitation  ap- 
proach, on  the  other  hand,  implies  that  the  government  will  agree  to 
pay  a  certain  su  n  of  dollars  per  person  per  year,  and  the  amount  of 
services  a  person  gets  is  limited  to  the  care  that  can  be  provided  for 
that  dollar  sum.  This  sum  could  be  set  at  a  high  level — and  overuse 
by  the  non-poor  might  result.  Or  it  could  be  set  low — and  underuse 
and  misallocation  on  the  basis  of  ability  to  pay  a  time  cost  in  a  queue 
could  occur.  But  the  point  is  that  the  actual  cost  no  longer  needs  to  be 
determined  in  an  open-ended  way,  since  the  government  can,  by  fixing 
capitation  payments  or  by  discouraging  construction  of  facilities  and 
the  training  of  personnel,  constrain  its  costs.  The  government  could  do 
this  but,  it  should  be  emphasized,  it  is  not  necessarily  desirable — costs 
to  consumers  would  be  low,  as  in  Britain's  National  Health  Service, 
only  because  the  amount  or  quality  of  medical  services  rendered  is  low. 

Actual  outlays  might  also  be  lower  because  personnel,  especially 
physicians,  would  receive  lower  incomes  than  they  do  now.  In  the 
short  run,  this  would  be  expected  to  have  little  effect  on  the  provision 
of  services,  since  a  physician  would  have  few  alternatives  other  than 


to  remain  in  practice,  although  he  might  reduce  the  amount  of  service 
he  provided.  In  the  long  run,  reduction  of  incomes  might  be  expected 
to  reduce  the  quality  and/or  quantity  of  persons  entering  medical 
practice.  This  conjecture  is  somewhat  tentative,  however,  since 
limitation  on  entry  to  medical  schools  may  mean  that  physicians 
now  earn  "rents" — i.e.,  incomes  higher  than  those  needed  to  attract 
them  to  medical  practice.  The  effect  of  reduced  incomes  under  NHI, 
then,  might  only  be  to  reduce  this  "rent,"  with  no  reduction  in  services. 
For  other  types  of  medical  personnel  who  are  not  ususally  thought 
to  earn  rents,  reductions  in  incomes  would  mean  reductions  in  services. 
And  even  for  physicians,  it  is  by  no  means  certain  that  rents  are 
being  earned,  or  that,  if  they  are,  it  is  equitable  to  take  them  away 
without  compensation. 

Another  difficulty  in  estimating  costs  is  that,  in  the  short  run, 
the  effect  of  increased  demand  is  to  raise  prices  as  well  as  to  increase 
actual  usuage.  Higher  prices  are  not  necessarily  "bad,"  because  they 
provide  the  attraction  for  additional  resources  to  move  into  the 
medical  care  sector  to  provide  the  services  demanded.  But  if  the 
additional  services  would  themselves  represent  overuse,  then  the 
higher  prices  would  be  serving  no  useful  function — especially  be- 
cause, if  insurance  coverage  is  full,  they  would  not  serve  their  usual 
function  of  reducing  the  amount  of  services  demanded. 

For  the  universal  coverage  plans,  the  lowest  estimate  of  gross 
federal  tax  cost  is  $37  billion,  and  estimates  as  high  as  $77  billion 
have  been  made! 15  But  whatever  the  tax  cost,  it  would  undoubtedly 
be  large.  Some  of  this  cost  would  finance  additional  usage  of  medical 
care  by  the  poor  and  the  near-poor,  and  to  this  extent,  in  the  author's 
view,  is  desirable.  But  much  of  it  would  represent  additional  and  ex- 
cess usage  of  medical  care  by  the  non-poor,  with  the  cost  running  into 
billions  of  dollars. 

It  is  even  more  difficult  to  estimate  the  costs  of  the  partial  coverage 
proposals,  Medicredit  and  Ameriplan,  because  such  estimates  would 
have  to  take  into  account  the  effect  of  various  subsidies  on  insurance 
purchases  as  well  as  the  effects  of  the  insurance  on  usage.  Numbers  for 
the  "cost"  of  these  proposals — only  guesses — would  add  little  to 
this  presentation. 

The  cost  of  the  Nixon  administration's  plan  is  also  difficult  to 
estimate.  Its  sponsors  put  the  total  tax  cost  of  FHIP  at  about  $2.2 
to  $2.5  billion,  with  about  $1  billion  of  this  replacing  Medicaid  spending 
that  is  already  occurring.  The  only  explicit  federal  outlay  involved  in 
NHISA  is  the  possible  employer  subsidy  proposed  by  Rep.  Byrnes, 
and  the  cost  of  this  subsidy  has  been  estimated  to  be  $700  million. 
However,  since  the  employer  contributions  will  be  tax  deductible 
(and  apparently  the  employee  ones  too,  for  taxpayers  who  itemize), 
there  will  be  some  reduction  in  tax  revenues.  This  is  estimated  to  be 
$2.5  billion,  but  that  estimate  apparently  assumes  that  the  employer's 
share  will  come  out  of  his  "profits."  If  the  tax  is  shifted  to  the  employee, 
the  "tax  credit"  for  insurance  purchases  mil  be  much  less.  It  is 
estimated  that  additional  insurance  premiums  of  $7  billion  will  have 
to  be  paid  by  employer  and  employee.  Added  to  the  $13  billion  now 
paid  into  such  programs,  the  gross  cost  of  the  administration  package 
would  be  about  half  that  of  the  full-coverage  plans,  or  $20-25  billion. 

15  The  lower  estimates  are  provided  by  the  proponents  of  the  plans;  the  high  estimate  was  made  by  the 
assistant  secretary  of  HEW. 
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The  explicit  tax  cost  of  the  administration  proposal  would  be  about 
$4  billion,  but  to  this  should  be  added  the  implicit  taxes  that  people 
pay  by  being  compelled  to  buy  additional  insurance,  or  $7  billion, 
and  the  premium  contributions  of  FHIP  participants,  about  $1  billion. 
Thus  the  net  cost  of  the  administration  proposal  appears  to  be  about 
$12  billion. 

Summary. — When  judged  in  terms  of  appropriate  usage,  risk- 
spreading  and  organizational  effects,  all  of  the  NHI  proposals  discussed 
in  this  chapter  have  limitations.  The  universal  schemes  provide  too 
much  coverage,  which  implies  too  much  care  for  the  bulk  of  the 
population,  overusage  adding  to  rising  unit  costs,  and  insurance 
coverage  of  highly  predictable  expenses.  The  AM  A  and  AHA  proposals 
have  gaps  in  their  coverage,  but  nevertheless  would  probably  lead 
middle  income  families  to  overuse  for  routine  expenses  while  ending 
up  with  large  out-of-pocket  payments  for  serious  illness. 

A  Variable  Subsidy  Insurance  Proposal 

As  has  been  stated,  there  are  several  characteristics  that  an  efficient 
policy  of  national  health  insurance  ought  to  have.  (1)  It  ought  to 
induce  people  to  consume  optimal  amounts  of  medical  care.  (2)  It 
ought  to  provide  appropriate  insurance  protection.  (3)  It  ought  to 
induce  persons  to  be  covered  under  arrangements  in  which  care  is 
provided  in  the  most  efficient  way,  and  it  ought  to  induce  providers 
of  care  to  organize  the  production  of  care  in  an  efficient  way.  In  this 
chapter  a  form  of  insurance  is  outlined  which,  in  the  author's  opinion, 
achieves  these  goals  to  the  fullest  extent  possible. 

The  basic  idea  behind  the  insurance  plan  set  forth  here  is  a  simple 
one.  Public  funds  would  be  used  to  provide  care  and  coverage  to 
those  for  whom  it  would  do  the  most  good.  In  other  words,  subsidies 
would  not  be  provided  for  those  who  already  have  so  much  medical 
care  and  medical  insurance  that  additional  care  or  coverage  would 
cost  more  than  it  is  worth.  Government  involvement  would  be 
limited,  not  only  because  of  the  general  Jeffersonian  principle  that 
government  should  be  no  larger  than  necessary,  but  also  because 
extension  of  public  provision  can  involve  significant  waste  of  resources. 

In  order  to  design  a  national  health  program  based  on  this  idea,  the 
first  requirement  is  to  determine  who  consumes  less  than  optimal 
amounts  of  medical  care.  It  is  not  middle  and  upper  income  persons 
who  use  too  little  care,  for  their  adverse  health  experiences  appear  to 
result  primarily  from  features  of  their  life  style  (such  as  smoking,  or 
diet,  or  lack  of  exercise)  or  from  chance.  Thus,  in  general,  their 
health  would  be  affected  only  slightly,  if  at  all,  by  additional  medical 
care.  It  is  clear  that  U.S.  health  indexes  are  low  because  of  the  signifi- 
cantly adverse  experiences  of  poor,  largely  nonwhite  Americans. 
These  are  the  people  who  are  experiencing  a  health  care  crisis  of  life- 
affecting  magnitudes.  Insurance  can  be  expected  to  cause  them  to 
increase  their  usage  of  care.  Therefore,  if  the  rest  of  society  wants  to 
get  them  to  increase  their  usage,  one  way  to  do  it  is  to  increase  their 
insurance  coverage. 

For  the  non-poor,  additional  coverage  would  lead  to  overuse  of 
medical  care.  If  a  person  who  can  afford  to  buy  coverage  decides  not 
to  do  so,  it  must  be  because  he  values  the  insurance  benefits  less  than 
the  cost  of  the  insurance.  If  others  do  not  value  the  insurance  benefits 
such  a  person  would  receive,  or  the  increased  usage  of  medical  care 
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the  insurance  would  produce,  insurance  for  that  person  ought  not  be 
publicly  provided.16  On  the  other  hand,  even  for  the  non-poor,  there 
are  some  medical  events  that,  though  unlikely  to  occur,  involve 
costs  so  high  and  consequences  from  the  lack  of  care  so  serious  that 
others  may  be  willing  to  contribute  something.  A  family  which  does 
not  need  a  subsidy  to  buy  insurance  against  routine  expenses  may  still, 
in  the  opinion  of  others,  need  a  subsidy  to  buy  coverage  against 
catastrophic  expenses.  And  what  are  catastrophic  expenses  varies 
directly  with  the  person's  income. 

Public  provision  of  catastrophic  insurance  might  be  desirable  for 
another  reason.  There  already  exists  a  kind  of  catastrophic  coverage 
in  that  a  person  whose  medical  expenses  exceed  his  wealth,  and  who  is 
thereby  reduced  to  destitution,  is  likely  to  become  eligible  for  free  care. 
But  he  must  use  up  any  medical  insurance  he  might  have  before  he 
is  eligible.  There  is  thus  a  disincentive  against  the  purchase  of 
catastropic  coverage,  since  if  one  purchases  such  coverage,  he  reduces 
the  amount  of  benefits  he  might  expect  to  get  from  the  free  care. 
Of  course,  few  people  want  to  be  reduced  to  destitution.  But  many 
probably  believe,  and  quite  correctly,  that  if  their  medical  expenses 
should  become  extremely  large,  society  would  take  care  of  them,  and 
so  there  is  little  point  to  catastrophic  coverage. 

For  both  of  these  reasons — external  benefits  and  bias  against  the 
purchase  of  catastrophic  coverage — it  seems  desirable  that  the  non- 
poor  receive  a  subsidy  to  purchase  coverage  for  large  medical  expenses. 

Thus,  for  ordinary,  budgetable  kinds  of  medical  expenses,  persons 
with  higher  incomes  need  no  additional  coverage.  What  constitutes  an 
ordinary,  budgetable  expense  obviously  depends  on  a  person's  income, 
and  is  higher  the  higher  his  income,  Therefore,  the  incentive  that  needs 
to  be  given  to  expand  a  person's  usage  of  care  can  go  down  as  his 
income  goes  up.  This  means  that,  in  the  ideal  plan,  the  user  charges  or 
co-payments  for  a  given  expense  connected  with  a  particular  medical 
event  would  increase  as  income  increased. 

This  approach  has  an  additional  advantage.  It  would  provide,  in  a 
way  that  cannot  be  accomplished  by  plans  offering  uniform  (e.g., 
full)  coverage  to  all,  for  equality  of  access  in  an  integrated  medical 
system.  We  do  not  want  to  maintain  two  separate  medical  systems, 
one  for  the  poor  and  one  for  the  non-poor.  But  if  the  same  system 
treats  both  the  poor  and  the  well-to-do,  the  poor  are  likely  to  get  a 
smaller  share  of  medical  care,  even  if  there  are  no  co-payments  or 
deductibles,  because  their  poverty  makes  them  less  adept  at  coping 
with  the  non-monetary  costs  involved.  In  order  to  ensure  that  everyone 
finally  has  equal  access  to  care,  it  is  likely  to  be  necessary  to  provide 
differentially  more  resources  to  the  poor  than  to  the  well-to-do.  This 
means  that  insurance  coverage  for  the  poor  should  be  more  extensive 
than  for  the  non-poor.  Such  an  arrangement  may  be  necessary  in 
order  to  permit  the  poor  to  outbid  the  well-to-do  for  the  limited  stock 
of  medical  facilities. 

The  general  form  of  an  optimal  scheme  of  national  health  insurance 
is,  then,  as  follows:  For  the  very  poor,  say,  four-person  families  with 

18  It  is  true  that,  in  order  for  this  criterion  to  hold,  consumers  and  others  must  have  access  to  information 
about  medical  care.  There  are  some  barriers  to  the  free  flow  of  information;  for  example,  medical  societies 
do  not  permit  their  members  to  advertise  their  prices  or  general  qualifications.  However,  none  of  the  NHI 
proposals  envision  changing  the  information  structure  available  to  consumers,  nor  does  lack  of  perfect  informa- 
tion appear  to  cause  a  systematic  bias  toward  underuse  among  any  easily  identifiable  segment  of  the  popula- 
tion. Even  if  there  were  such  a  bias,  providing  incentives  to  use  more  care  is  inferior  to  provision,  perhaps 
at  public  expense,  of  the  relevant  information.  For  these  reasons,  we  will  take  consumers'  and  voters' 
choices  as  reliable  indicators  of  the  value  of  medical  expenditure. 


incomes  less  than  $2,000,  insurance  would  cover  everything  with  no 
positive  prices,  and  perhaps  negative  prices  for  preventive  care  or 
other  kinds  of  care,  e.g.,  care  for  children.17  For  the  poor,  for  example, 
four-person  families  with  incomes  between  $2,000  and  $4,000,  some 
small  charges  or  small  deductible  might  be  levied  to  discourage  excess 
usage,  but  the  rate  would  be  nominal  and  coverage  would  be  essentially 
complete.  For  the  "medically  indigent,' '  perhaps  four-person  families 
with  incomes  between  $4,000  and  $9,000,  a  larger  deductible  might 
be  imposed,  with  copayments  decreasing  to  zero  for  expenses  over  a 
certain  amount.  For  other  families,  a  "catas trophic"  or  "major  medi- 
cal" insurance  policy  would  be  provided,  with  the  size  of  the  deductible 
increasing  with  income. 

This  kind  of  insurance,  called  "Variable  Subsidy  Insurance"  (VSI), 
would  provide  a  combination  of  insurance  coverage  and  incentives 
for  the  efficient  use  of  care  which,  in  the  author's  opinion,  is  superior 
to  that  of  any  of  the  plans  discussed  in  the  preceding  chapters.18 
Overuse  would  be  discouraged,  coverage  would  be  there  when  it  was 
needed,  and  underuse  by  the  poor  and  the  non-poor  would  be  reduced 
or  eliminated. 

Other  features  might  be  added  to  the  plan.  For  all  categories,  certain 
limited  amounts  of  preventive  care  (for  example,  one  physical  exam 
per  person  per  year)  might  be  provided  free,  or  even  at  a  negative 
cost  (i.e.,  people  could  be  paid  to  get  it),  or  required  as  a  condition 
of  receiving  the  insurance  subsidy.  This  feature  would  be  worthwhile 
only  if  it  is  in  fact  true  that  additional  preventive  care  actually 
reduces  usage  of  therapeutic  care— and  to  an  extent  that  would 
warrant  the  additional  cost  of  the  preventive  care.  It  is  often  alleged 
that  this  relationship  exists  but,  as  noted  above,  the  evidence  is  weak. 
The  main  point  here  is  that  VSI  can  easily  include  preventive  care 
if  that  is  desired. 

Other  adjustments  could  be  made  in  VSI  to  encourage  use  of  alter- 
native forms  of  care.  For  example,  more  coverage  could  be  provided 
for  the  same  service  rendered  on  an  outpatient  basis.  However,  there 
is  an  advantage  to  using  the  same  subsidy  rate  for  different  kinds  of 
care.  Uniform  subsidization  preserves  the  relative  prices  of  various 
kinds  of  care,  so  that  consumers  and  practitioners  have  more  of  an 
incentive  to  consider  relative  prices  in  their  decisions.  Demographic 
or  social  factors  which  seem  to  affect  usage  could  also  be  considered 
in  designing  the  subsidy  rate. 

Note  that  the  proposal  outlined  here  does  not  entail  any  measures 
that  would  directly  alter  the  delivery  system  itself.  As  noted  above, 
there  is  really  no  substantive  empirical  knowledge  about  what  are,  and 
what  are  not,  efficient  ways  to  deliver  care.  Since  the  need  for  change 
has  not  been  conclusively  established,  the  approach  that  would  be  fol- 
lowed in  VSI  would  be  to  design  incentives  that  would  induce  the  sys- 
tem to  arrange  itself  in  appropriate  ways  rather  than  to  use  direct 
public  intervention  to  produce  change.  (If,  on  the  other  hand,  there 
are  changes  in  the  delivery  system  which  can  in  fact  be  shown  to  be 
desirable,  they  can  be  produced  directly  by  subsidies  to  producers.) 

17  The  actual  dollar  figures  for  incomes  are  only  illustrative.  The  income  limits  could  be  shifted  upward. 

18  A  more  technical  discussion  of  the  general  principles  on  which  this  statement  is  based  can  be  found  in 
Mark  Pauly,  "Efficiency  in  the  Public  Provision  of  Medical  Care"  (unpublished  Ph.D.  thesis,  University 
of  Virginia,  1967),  and  in  Mark  Pauly,  Medical  Care  at  Public  Expense  (New  York:  Praeger  Publishers, 
1971).  A  plan  for  national  health  insurance  based  on  essentially  the  same  principles  was  recently  described 
by  Professor  Martin  Feldstein  of  Harvard  University  under  the  name  "Major  Risk  Insurance."  See  Martin 
Feldstein.  "A  New  Approach  to  National  Health  Insurance,"  The  Public  Interest,  Spring  1971,  pp.  93-105. 
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A  system  of  national  health  insurance  should  include  incentives  for 
i  efficient  performance.  The  faqt  that  the  consumer,  under  VSI  as  set 
forth  here,  would  be  making  some  out-of-pocket  payments  would  pro- 
vide some  of  the  needed  incentive.  This  feature  would  cause  the  user 
and  his  physician  to  be  more  conscious  of  the  alternative  costs  and  ben- 
efits of  various  ways  of  using  care.  In  order  to  provide  stronger  incen- 
tives, VSI  could  offer  a  " voucher"  to  each  family  specifying  (a)  a 
maximum  dollar  amount,  (b)  a  minimum  dollar  amount,  and  (c) 
minimum  standards  for  coverage  and  co-payments  at  various  income 
levels.  The  government  could  certify  plans  as  approved  in  the  sense  of 
meeting  the  minimum  standards.  If  the  family  chose  a  certified  policy 
Avhose  premium  for  the  standard  benefits  was  less  than  the  minimum 
on  the  voucher,  it  could  take  the  difference  either  in  cash  or  in  addi- 
tional benefits.  If  the  cost  were  between  the  minimum  and  the 
maximum,  the  family  would  receive  only  the  standard  benefits.  If  the 
cost  exceeded  the  maximum,  the  family  would  have  to  pay  the  dif- 
ference. 

For  instance,  suppose  that  the  minimum  plan  for  a  four-person 
family  with  an  income  of  $6,000  could  have  a  deductible  no  larger 
than  $180,  a  co-payment  of  no  more  than  50  percent  for  expenses  up 
to  $1,000,  and  no  co-payment  for  coverage  of  expenses  over  $1,000. 
Suppose  the  voucher  to  buy  this  coverage  had  a  minimum  value  of 
$250  and  a  maximum  value  of  $350.  If  a  family  could  find  coverage 
;  to  meet  these  standards  for  less  than  $250,  it  could  take  the  difference 
in  cash  or  apply  it  to  additional  coverage.  (If  a  family  bought  addi- 
tional coverage,  it  would,  of  course,  have  to  pay  the  cost  of  the  addi- 
tional coverage  itself,  either  directly  or  by  using  the  excess,  if  any,  in 
its  voucher.)  If  the  family  chose  an  insurance  plan  that  cost  $300,  it 
would  just  present  the  voucher  to  the  insurance  plan.  Finally,  if  the 
family  chose  an  insurance  plan  that  cost  $500,  it  would  have  to  pay 
the  excess  $150  itself.  Families  that  wanted  to  enroll  in  prepaid 
group  practice  plans  could  credit  their  voucher  against  the  annual 
cost.  (To  determine  the  exact  value  of  the  voucher  for  this  purpose, 
one  could  calculate  the  part  of  the  annual  membership  cost  of  the 
group  plan  that  was  attributable  to  expenses  in  the  range  of  the  mini- 
mum basic  coverage.) 

The  purpose  of  providing  a  flexible  voucher  with  a  range  of  values 
rather  than  a  single  value  would  be  to  avoid  having  too  many  people 
who  had  to  make  out-of-pocket  premium  payments — a  situation  that 
could  occur  if  the  single  value  were  set  in  the  low  range  of  potential 
costs — while  at  the  same  time  preventing  the  extensive  overpayment 
or  windfalls  that  would  result  from  setting  the  single  value  in  the 
upper  range  of  potential  costs.  Admittedly,  some  incentive  to  seek 
out  low-price  plans  would  be  lost  by  the  flexible  voucher  approach. 

As  envisaged  here,  VSI  would  cover  all  medical  expenses,  including 
dental- care  and  non-prescription  drugs  when  taken  on  the  advice  of 
a  physician.  Long-term  custodial  care  for  mental  illness,  chronic 
illness,  or  old  age,  however,  would  not  be  regarded  as  medical  care 
and  would  continue  to  be  covered  under  the  various  state  programs. 
Medicaid  for  those  under  65  would  be  abolished.  All  persons — unre- 
lated individuals,  childless  couples,  and  families  with  children — would 
be  covered. 

Persons  could  buy  supplemental  coverage  for  expenses  not  covered 
by  the  plan  if  they  wished,  so  long  as  they  bore  its  cost.  Persons  who 
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wanted  such  supplemental  coverage  would  not  only  pay  its  full  pre- 
mium, but  they  would  have  to  pay  for  any  additional  use  of  the  basic, 
publicly  provided  coverage  that  was  caused  by  the  presence  of  the 
supplementary  coverage.  However,  the  premiums  for  the  basic  cover- 
age would  be  "experience  rated"  in  only  this  sense. 

The  precise  numbers  of  income  limits  and  co-payments  should,  of 
course,  be  decided  in  public  debate.  One  cannot  feign  complete 
ignorance  about  what  the  electorate  seems  to  want  however.  Expe- 
rience with  Medicaid,  as  well  as  the  reaction  to  it  in  the  Congress  and 
in  state  legislatures,  suggests  that  (1)  there  are  limits  to  the  amount 
of  care  that  the  public  is  willing  to  subsidize,  even  for  the  poor,  and  (2) 
the  upper  income  limits  for  defining  eligibility  for  subsidized  care 
ought  not  to  be  set  too  high.  Almost  any  individual  would,  of  course, 
prefer  more  charitable  subsidization  of  the  poor  and  the  near-poor  is 
the  money  for  it  did  not  have  to  come  from  an  increase  in  his  taxes . 
However,  when  the  tax  cost  of  raising  the  income  limits  is  considered, 
the  community  may  not  want  the  limits  set  too  high.  But  ultimately 
the  question  of  limits  and  .coverage  must  be  decided  by  Congress, 
after  due  consideration  is  given  to  the  effects  of  increased  publicly 
provided  coverage  on  usage  of  care  by  those  it  is  intended  to  help  and 
its  effects  on  taxes  for  those  who  will  be  paying  for  this  help. 

SUPPLY  RESPONSE 

Insurance  stimulates  the  amount  of  medical  care  that  is  demanded. 
There  has  been  some  fear  that  the  supply  of  medical  resources  might 
not  respond  to  increased  demand,  that  additional  demand  would  only 
overload  an  already  overburdened  system. 

It  is  certainly  true  that  if  a  comprehensive  NHI  plan  were  enacted 
the  facilities  in  existence  at  that  time.  Yet  even  if  facilities  did  not 
increase  immediately,  there  would  still  be  changes  in  the  pattern  of 
medical  usage.  The  major  difference  would  be  a  reallocation  of  medical 
care.  Those  who  were  formerly  without  coverage  would  now  be  able 
to  bid  for  and  obtain  additional  medical  care,  and  others  would  receive 
less.  Presumably  this  kind  of  reallocation  would  be  desirable. 

Another  effect  would  be  to  increase  the  incomes  and  prices  of  inputs. 
In  a  freely  functioning  market,  the  effect  of  such  increases  would  be, 
first,  to  induce  existing  produces  to  supply  more  output  and,  eventually, 
to  entice  more  producers  into  the  market.  One  might  not  like  the  fact 
that  existing  producers  would  be  earning  higher  incomes.  But  the 
higher  incomes  are  necessary  to  attract  new  resources.  If  incomes  do 
not  rise,  producers  will  not  move  voluntarily. 

A  rapid  supply  response  would  be  likely  to  occur  for  some  kinds  of 
medical  inputs.  For  example,  extended  care  facilities  would  be  likely 
to  expand  rapidly  in  response  to  provision  of  national  health  insurance, 
just  as  they  did  when  Medicare  provided  such  coverage  to  the  aged.  A 
similar  response  might  be  expected  in  the  fields  of  drugs  and  medical 
appliances. 

The  response  of  hospitals  and  physicians  is  more  difficult  to  predict. 
Most  hospitals  are  nonprofit  institutions  and  thus  their  managements 
might  not  respond  in  the  usual  way.  In  the  author's  view,  however, 
hospital  facilities  might  be  increased  in  response  to  increased  demand, 
especially  if  some  source  of  capital  funds  were  provided.  The  adjust- 
ment process  would  cost  more  if  demand  were  increased  rapidly,  but 
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that  is  a  cost  that  would  have  to  be  paid  if  we  wished  to  satisfy  such 
an  increase  in  demand. 

The  problem  of  physician  supply  is  more  complicated.  For  one  thing, 
physician  training  is  lengthy,  and  medical  schools  do  not  admit  all 
qualified  applicants.  Enrollments  might  not  be  increased,  especially 
since  medical  schools  customarily  charge  tuition  which  is  less  than 
cost  and  might  not  want  to  incur  a  greater  loss  by  enlarging  enroll- 
ments. For  another,  the  problem  of  physician  supply  cannot  be  cured 
simply  by  providing  more  support  to  medical  schools  to  train  more 
doctors.  The  major  difficulty  is  that  not  all  of  the  additional  doctors 
would  provide  service  to  poor  people,  and  it  is  questionable  whether 
public  funds  should  be  used  to  subsidize  the  education  of  persons  who 
will  earn  incomes  at  the  top  of  the  income  distribution.  These  problems 
could  be  addressed  in  two  ways:  First,  medical  education  could  be 
made  more  rational,  and  the  disincentive  to  expand  enrollments  could 
be  removed  by  a  loan  program  for  prospective  medical  students 
coupled  with  a  policy  of  funding  research  in  medical  schools — a  policy 
which  would  not  induce  schools  to  divert  research  funds  to  instruc- 
tion or  support  of  students.  Second,  payments  to  practitioners  by 
third  parties  could  be  set  at  a  higher  level  in  the  shortage  areas  than 
elsewhere.  Specifically,  the  full  coverage  plan  for  the  poor  which  is 
part  of  the  proposed  VSI  could  reimburse  at  a  higher  rate  (say,  cus- 
tomary charges  plus  20  percent)  for  care  to  the  poor  than  for  care  to 
the  non-poor.  This  suggested  arrangement  reflects,  the  possibility  that 
physicians  and  other  practitioners  would  not  prefer,  other  things  equal, 
to  render  care  to  the  poor,  since  the  poor  may  not  be  as  "good"  or 
"satisfying"  a  class  of  patients  as  the  non-poor. 

Whatever  is  done  with  supply,  there  does  not  appear  to  be  any 
strong  case  for  postponing  the  relatively  modest  increase  in  demand 
embodied  in  VSI .  Expansion  of  supply  in  the  desired  areas  will  come 
about  more  rapidly  if  the  demand  is  there. 

COSTS  AND  COVERAGE 

The  data  that  would  be  necessary  for  Congress,  or  the  electorate, 
to  make  rational  decisions  about  the  extent  to  which  medical  care 
should  be  subsidized  do  not  presently  exist.  As  noted,  we  do  have 
fairly  good  evidence  that  full  insurance  coverage  of  medical  care 
increases  the  usage  of  that  kind  of  care,  but  we  do  not  know  what 
the  effects  of  partial  coverage  would  be.  We  do  not  know,  for  instance, 
whether  increased  usage  is  associated  with  the  last  dollars  of  coverage, 
or  whether  it  is  a  linear  function  of  coverage. 

If  we  had  this  data,  it  would  be  possible  to  estimate  the  costs  of 
the  VSI- type  proposals.  Martin  Feldstein  estimates  the  gross  tax 
cost  of  his  proposal  (see  Table  II  of  the  appendix)  to  be  $13  billion. 
However,  that  estimate  does  not  include  adjustments  for  the  effects 
of  the  plan  on  quantitative  or  qualitative  usage.  The  gross  tax  cost 
of  a  proposal  the  author  made  for  family  health  insurance,  when 
generalized  to  the  entire  population  under  65  and  provided  free  of 
premium  charge  (see  Table  1  of  the  appendix),  should  be  under  $10 
billion.  The  net  tax  cost  of  these  programs  would  be  less,  since  about 
$2  billioD  of  Medicaid  expenditures  and  some  income  tax  deductions 
for  medical  expenses  could  be  eliminated.  Moreover,  much  of  this 
money  does  not  represent  additional  spending  on  medical  care;  it 
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only  transfers  the  locus  of  spending  from  the  private  to  the  public 
sector.  These  figures,  while  only  rough  estimates,  give  some  indication 
of  the  magnitudes  involved. 

IMPLEMENTATION  OF  A  VSI  SYSTEM 

Several  of  the  current  legislative  proposals  could  become  component 
parts  of  an  integrated  system  of  Variable  Subsidy  Insurance.  Some 
of  these  proposals  have  already  been  incorporated  into  President 
Nixon's  national  health  policy  and  their  broad  outlines  could  be 
retained,  though  their  form  would  have  to  be  changed. 

One  proposal  is  the  Nixon  administration's  Family  Health  Insur- 
ance Plan.  The  original  impetus  for  this  plan  was  dissatisfaction  with 
Medicaid  coverage  for  poor  and  near-poor  families  with  children. 
The  general  form  of  FHIP  seems  desirable — although,  as  noted,  it 
might  be  better  for  the  co-payment  percentages  to  be  varied  more 
with  income.  Its  main  shortcoming  is  that  it  does  not  cover  most 
low  income  wage  earners.  It  seems  clear,  given  the  anlaysis  of  this 
study,  that  FHIP  should  be  extended  to  this  group  as  well,  perhaps 
by  exempting  low  income  families  from  the  NHISA  part  of  the 
administration  proposal. 

The  second  proposal  which  could  form  part  of  a  VSI  plan  is  a 
catastrophic  coverage  insurance  program  to  take  up  where  FHIP 
leaves  off,  rather  than  relying  on  the  states  to  take  over  when  FHIP 
benefits  are  exhausted.  The  NHISA  part  of  the  administration  pro- 
posal provides  full  coverage  for  expenses  above  $5,000,  with  deducti- 
bles and  25  percent  co-payments  for  smaller  bills.  These  forms  seem 
less  desirable  than  a  VSI  form  in  which  the  deductible  and  co-payment 
vary  with  income,  the  out-of-pocket  payments  that  could  be  incurred 
under  NHISA  seem  too  large,  especially  for  middle  income  families,  who 
are  not  eligible  for  the  FHIP. 

Portions  of  NHISA  could  be  included  in  a  catastrophic  insurance 
program  with  income-conditioned  co-payments  and  deductibles. 
There  might  also  be  some  basis  for  extending  a  VSI-form  of  FHIP  to 
families  with  incomes  somewhat  higher  than  the  limits  set  by  the 
administration,  while  simultaneously  increasing  the  catastrophic 
coverage  at  lower  income  levels. 

There  also  should  be,  in  the  author's  view,  additional  coverage  for 
childless  poor  couples  and  for  unrelated  individuals.  A  simple  broaden- 
ing of  FHIP  to  include  these  persons  would  seem  to  be  all  that  would  be 
required.  Finally,  the  option  of  converting  FHIP  or  catastrophic  cov- 
erage benefits  to  a  voucher,  suitable  for  use  in  a  prepaid  comprehensive 
plan  or  any  other  option,  also  needs  to  be  added,  as  does  a  scheme  for 
time  payment  of  medical  expenses. 

FINANCING  A  VSI-FORM  OF  NATIONAL  HEALTH  INSURANCE 

Once  it  is  determined  what  coverage  families  at  various  income 
levels  should  receive,  the  choice  of  methods  for  financing  the  plan 
affects  only  the  distribution  of  income.  A  method  that  would  probably 
command  general  support  is  one  in  which  most  of  the  premium  for 
low  income  families,  who  would  receive  relatively  extensive  coverage 
with  a  high  actuarial  value,  would  be  paid  from  general  federal  tax 
revenues.  Not-so-poor  beneficiaries  could  be  required  to  pay  part  of  the 
premium  for  their  coverage.  But  the  only  reason  for  making  the 
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purchase  of  insurance  voluntary  (as  in  FHIP),  rather  than  com- 
pulsory, would  be  to  permit  some  families  to  opt  out.  This  partial 
subsidy  could  extend  up  to  incomes  of,  say,  $8,000  for  a  family  of  four. 

Higher  income  families  who  would  receive  catastrophic  coverage  at 
a  relatively  low  premium  cost  would  probably  not  need  a  subsidy. 
Purchase  of  this  catastrophic  coverage  could  simply  be  made  com- 
pulsory, or,  alternatively,  the  coverage  could  be  provided  free  out  of 
general  revenues. 

CONCLUSION 

The  tax  cost  of  the  program  discussed  above,  though  high,  would  not 
be  prohibitive.  In  addition,  the  voucher  scheme  has  the  advantage  of 
making  use  of  existing  insurance  arrangements.  It  also  permits  supple- 
mentation where  people  are  willing  to  bear  the  cost  of  their  actions,  but 
it  encourages  cost  consciousness  on  the  parts  of  patient  and  provider 
to  bring  about  greater  efficiency  in  the  delivery  of  health  services. 

The  form  of  NHI  proposed  here  does  not  exhaust  the  list  of  useful 
changes  that  could  be  made  in  the  way  that  medical  care  is  provided. 
Other  changes  that  would  produce  certain  benefits  include  the  use  of 
more  non-physician  labor  (and  relaxation  of  laws  to  permit  this  use), 
the  use  of  more  indemnity  insurance,  and  the  provision  of  information 
about  medical  practitioners.  There  are  still  other  changes,  such  as 
prepaid  group  practice,  on  which  the  verdict  is  not  yet  available,  but 
which  would,  if  efficient,  be  fostered  by  the  scheme  proposed  here. 

It  seems  to  the  author  that  the  solution  to  the  problems  of  the 
American  medical  system  is  not  more  control  by  government,  for  there 
is  no  reason  to  expect  government  to  be  more  successful  in  controlling 
this  industry  than  it  has  been  in  controlling  other  industries.  Rather, 
the  solution  is  to  permit  more  direct  control  by  consumers  in  the  kind 
of  care  they  get  and,  in  fact,  to  foster  consumer  interest  and  control. 
The  way  to  do  this  is  not  through  ersatz  "consumer  representatives" 
who  represent  no  one.  Instead,  what  needs  to  be  done  is  to  preserve  as 
much  market  control  in  the  medical  care  sector  as  is  consistent  with 
appropriate  public  subsidization  for  appropriate  groups  of  people.  This 
is  not  a  question  of  ideology,  but  of  fact.  The  fact  is  that  the  efficient 
approach  is  to  direct  public  funds  to  those  people  who  are  thought  to 
be  most  in  need,  and  to  avoid  as  far  as  is  possible  the  commitment  of 
such  funds  to  purposes  that  people  can  accomplish  as  well  or  better 
privately. 
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Sample  Variable  Subsidy  Insurance  Schemes 

The  tables  below  present  four  sample  Variable  Subsidy  Insurance 
schemes,  for  several  illustrative  income  levels.  Table  I  is  based  on, 
and  is  slightly  altered  from,  a  scheme  the  author  has  proposed  for 
family  health  insurance,  generalized  for  higher  income  levels.  Table 
II  is  Martin  Feldstein's  Major  Risk  Insurance  (MRI)  with  co- 
payments.1  Tables  III  and  IV  present  two  alternative,  more  "gen- 
erous" schemes  of  Variable  Subsidy  Insurance. 

All  plans  base  the  amount  of  coverage  on  income  and  provide 
coverage  over  three  or  four  intervals  of  expense:  interval  A,  the 
deductible;  interval  B,  a  high  co-payment  portion;  interval  C,  a 
low  co-payment  portion;  and  interval  D,  over  which  full  coverage 
is  provided.  In  Feldstein's  proposal,  there  is  only  one  co-payment 
interval.  The  income  measure  is  adjusted  gross  income,  including 
family  assistance  payments  if  received,  for  a  four-person  family. 
The  $625  exemption  for  dependents  could  be  used  to  alter  the  ad- 
justed gross  income  figure  for  families  of  other  sizes.  "Medical  ex- 
penses" include  all  payments  for  physician  and  hospital  services, 
drugs  taken  on  the  advice  of  a  physician,  and  dental  care.  Long- 
term  custodial  care  is  not  included.  As  indicated  above,  more  extensive 
coverage  (smaller  co-payments)  could  be  provided  for  specified 
amounts  of  preventive  care  and  for  care  for  children,  but  these 
refinements  are  left  out  here  to  simplify  presentation.  It  should  be 
emphasized  that  these  numbers  are  mainly  illustrative,  and  could  be 
altered  to  reflect  additional  information  on  the  effect  of  coverage 
on  use  and  on  the  amount  of  insurance  protection  that  voters,  through 
their  representatives  in  Congress,  decide  they  wish  to  subsidize. 

There  are  two  other  problems  of  implementation  that  do  not  seem 
to  be  serious.  One  is  actually  collecting  co-payments:  VSI  involves 
some  out-of-pocket  payments  for  care.  One  possibility  would  be  for 
the  plan  to  take  the  responsibility  of  collecting  co-payments.  This 
could  be  done  by  using  computer-prepared  periodic  statements  for 
plan  members.  The  statement  would  indicate  the  co-payment  required 
for  that  period's  usage  and  total  expenses  for  the  year  and  the  co- 
payment  percentage  applicable  to  new  expenditures.  A  very  useful 
feature  would  be  a  time-payment  or  "past-payment"  option,  to  per- 
mit families,  if  they  chose,  to  spread  their  payments  over  time. 

The  VSI  plan  would  provide  more  coverage  than  most  Americans 
now  have,  even  in  the  low-coverage  option.  But  Medicaid  beneficiaries 
who  live  in  high-benefit  states,  such  as  New  York  and  California,  and 
who  have  relatively  high  incomes  might  receive  less  coverage  under 
VSI  than  they  do  now.  If  it  should  be  desired  that  this  reduction  in 
coverage  not  take  place,  two  choices  are  possible:  (1)  Under  a  main- 

1  Martin  Feldstein,  op.  cit. 
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tenance-of-effort  provision,  states  could  be  required  to  continue  bene- 
fits at  existing  levels  for  current  Medicaid  beneficiaries,  but  not  to  add 
any  new  beneficiaries.  (2)  Medicaid  beneficiaries  who  would  lose  bene- 
fits in  the  switch  to  VSI  could  receive  additional  cash  supplements  up 
to  the  value  of  the  lost  benefits.  They  could  then  use  this  cash  to  add 
to  their  VSI  benefits  or  spend  it  on  other  things  they  feel  they  need. 

TABLE  I.— VARIABLE  SUBSIDY  INSURANCE:  LOW  BENEFIT  PROPOSAL,!  DEDUCTI BLE  AND  COPAYMENT  SCHEDULE, 

BY  INCOME  CLASS 


Interval  B  Interval  C  Interval  D 

Full  cov-  Maximum 


erage  for 

out-of- 

Income 

Interval  A,  Copayment 

Expense  Copayment 

Expense 

expenses 

pocket 

As  percent 

deductible 

(percent) 

range 

(percent) 

range 

over— 

payment 

of  income 

$2,000  

$50 

35 

$51-$199 

7.5 

$200-$999 

$999 

$163 

8.1 

$4,000  

125 

45 

126-399 

17.5 

400-1, 199 

1,200 

389 

9.7 

$6,000  

400 

50 

401-999 

15.0 

999-2, 000 

2,  000 

850 

14.2 

$8,000  

480 

50 

481-1,  599 

15.0 

1,  600-3, 999 

4, 000 

1,400 

17.5 

$10,000  

600 

50 

601-1,  999 

15.0 

1, 999-4, 999 

5,  000 

1,750 

17.5 

Over  $10,000... 

(?) 

50 

(3) 

15.0 

(0 

(5)  - 

17.5 

1  Proposal  developed  by  the  author,  Mark  V.  Pauly. 

2  6  percent  of  income. 

3  6  to  20  percent  of  income. 

^  20  to  50  percent  of  income, 
s  50  percent  of  income. 

TABLE  II.— MAJOR  RISK  INSURANCE,1  DEDUCTIBLE  AND  COPAYMENT  SCHEDULE,  BY  INCOME  CLASS 


Interval  B-C  Interval  D, 

  full  coverage       Maximum  As 

Interval  A,      Copayment         Expense    for  expenses  out-of-pocket        percent  of 


Income  deductible        (percent)  range  over—        payment  income 


$2,000....    $100  50  $101-$299  $300  $200  10 

$4,000   200  50  201-599  600  400  10 

$6,000    300  50  301-899  900  600  10 

$8,000    400  50  401-1,199  1,200  800  10 

$10,000....    500  50  501-1,499  1,500  1,000  10 

$12,000    600  50  601-1,799  1,800  1,200  10 

$14,000   700  50  701-2,099  2,100  1,400  10 

$20,000   1,000  50  1,001-2,999  3,000  2,000  10 

Over  $20,000   (2)  50  (3)  (*)   10 


1  Proposal  developed  by  Martin  Feldstein,  professor  of  economics,  Harvard  University.  See  his  "A  New  Approach  to  Na- 
tional Health  Insurance,"  The  Public  Interest, Spring  1971,  pp.  93-105. 

2  5  percent  of  income. 

3  5  percent  of  income  to  15  percent  of  income. 
4 15  percent  of  income. 

TABLE  III.— VARIABLE  SUBSIDY  INSURANCE:  MEDIUM  BENEFIT  PROPOSAL.i  DEDUCTIBLE  AND  COPAYMENT 

SCHEDULE,  BY  INCOME  CLASS 


Interval  B 

Interval  C 

Interval  D 

Maximum 

Interval  A, 

-full  coverage 

out-of- 

Income 

Copayment 

Expense  Copayment 

Expense  for  expenses 

pocket  As  percent 

deductible 

(percent) 

range 

(percent) 

range 

over— 

payment 

of  income 

$2,000  

$40 

10 

$41-$160 

5 

$161-$300 

$300 

$59 

2.9 

$4,000  

110 

30 

111-320 

5 

321-600 

600 

187 

4.7 

$6,000  

180 

50 

181-480 

10 

481-900 

900 

372 

6.2 

$8,000  

240 

70 

241-640 

15 

641-1,200 

1,200 

600 

7.5 

$10,000  

300 

90 

301-800 

20 

801-1,500 

1,500 

890 

8.9 

$12,000  

(2) 

(2) 

(2) 

30 

961-1,800 

1,  800 

1,212 

10.1 

$14,000.. 

(3) 

(3) 

(3) 

40 

1, 121-2, 100 

2,100 

1,512 

10.8 

$26,000  

(O 

(O 

(O 

(*) 

(*) 

3,  900 

3,900 

15.0 

Over  $26,000... 

(fi) 

(5) 

(5) 

(*) 

(5) 

(5) 

(5) 

15.0 

1  Proposal  developed  by  the  author,  Mark  V.  Pauly. 

2  $960  deductible. 

3  $1,120  deductible. 
*  $3,900  deductible. 

■  Deductiole  of  15  percent  of  income. 
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TABLE  IV.— VARIABLE  SUBSIDY  INSURANCE:  HIGH  BENEFIT  PROPOSAL,!  DEDUCTIBLE  AND  COPAYMENTSCHEDULE, 

BY  INCOME  CLASS 


Interval  B                    Interval  C  Interval  D, 

 —  full  cover-  Maximum 

Copay-                      Copay-  age  for  out-of- 

IntervalA,         ment       Expense         ment         Expense  expenses       pocket  As  percent 


Income         deductible    (percent)  range    (percent)  range        over—     payment    of  income 


$2,000   0  10  0-  $200  10  $201-  $300  $300  $30  1. 5 

$4,000   0  15  0-  400  10  401-  600  600  80  2.0 

$6,000   $50  20  $51-  600  10  601-  900  900  190  3.1 

$8,000   150  25  151-   800  10  801-1,200  1,200  352  4.4 

$10,000   250  30  251-1,000  10  1,001-1,500  1,500  525  5.25 

$12,000   350  30  351-1,200  10  1,201-1,800  1,800  665  5.5 

$20,000   750  30  751-2,000  10  2,001-3,000  3,000  1,325  6.65 

Over  $20,000...  (2)  30  (3)  10  (O  («)  («)  (?) 


1  Proposal  developed  by  the  author,  Mark  V.  Pauly. 

2  $750+0.05  of  income  over  $20,000. 

3  Up  to  10  percent  of  income. 
*  Up  to  15  percent  of  income. 
5 15  percent  of  income. 

«  Increasing. 

7  Approaches  7  percent  as  a  limit. 


5.  MAJOR  ISSUES  IN  NATIONAL  HEALTH  INSURANCE* 


We  have  come  a  long  way  in  a  relatively  short  time  on  the  question 
of  health  insurance.  It  now  seems  difficult  to  believe  that  only  thirty 
years  ago  any  form  of  health  insurance,  public  or  private,  was  highly 
controversial  and,  in  fact,  roundly  condemned  in  many  quarters  as 
antithetical  to  sound  medical  practice. 

It  was  not  until  the  late  1940's  that  private  health  insurance  was 
fully  accepted  and,  even  then,  in  large  measure  as  a  reaction  to  the 
fears  engendered  by  President  Truman's  advocacy  of  a  compulsory 
national  program,  which  was  tagged  "alien"  and  "socialist."  Private 
insurance  was  embraced  as  the  lesser  evil.  A  decade  later  came  the 
bitter,  protracted,  struggle  over  Medicare.  The  accusations  of  total- 
itarianism, foreign  influence,  destruction  of  the  doctor-patient  relation- 
ship and  corruption  of  medical  standards  are  still  fresh  in  our  memories. 

It  is  striking  that  within  five  years  after  Medicare  went  into  effect 
the  country  seems  to  have  arrived  at  a  rather  broad  consensus  among 
its  major  interests  that  some  form  of  universal  health  insurance  is 
needed  and  that  substantial  government  financing  will  be  required. 
This  may  mean  that  most  people  now  recognize  that  government 
financing  does  not  necessarily  entail  undesirable  restrictions  on  good 
medical  practice  or  professional  freedom. 

We  are  thus  entering  this  new  era  of  debate  on  national  health  in- 
surance in  a  far  healthier  atmosphere  than  ever  before.  There  is  less 
suspicion,  less  rancor  and  fewer  unfounded  fears  on  all  sides.  For  those 
with  long  memories  this  can  be  regarded  as  significant  progress. 

The  reasons  for  the  shift  are  many  and  apparent.  There  is  wide- 
spread discontent  in  the .  United  States  with  the  health  system  and  its 
financing.  This  is  not  because  they  have  grown  worse.  On  the  contrary, 
any  objective  appraisal  would  show  that  substantial  improvement  has 
been  made  over  the  years.  But  medical  practice  and  the  social  en- 
vironment in  which  it  operates  have  changed ;  and  so  have  expectations 

The  rapid  development  of  private  health  insurance  and  Medicare 
have,  ironically,  contributed  to  the  dissatisfaction  through  their  rela- 
tive success.  By  opening  wider  the  door  of  access  to  care  and  by  mak- 
ing the  general  public  aware  of  what  is  potentially  available  through 
improved  financial  and  organizational  mechanisms,  they  have  greatly 
increased  impatience  with  and  intolerance  of  remaining  barriers  and 
inadequacies. 

The  growing  articulateness  of  the  poor  and  underprivileged,  and 
generally  altered  attitudes  in  respect  to  discrimination  and  poverty, 
have  increased  awareness  that  large  sectors  of  the  population  have  long 
been  denied  medical  care  or  received  it  under  frightfully  humiliating 
conditions.  The  crisis  in  the  nation's  latest  attempt  to  deliver  care 
through  a  welfare  system,  Medicaid,  has  heightened  the  demand  for  a 
different  approach. 


*Somers,  Herman  M.  and  Anne  R.  Somers.  In  Milbank  Memorial  Fund  quarterly,  v.  50,  April  1972: 
177-210.  Reprinted  by  permission. 
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Dramatic  advances  in  medical  technology,  and  their  high  visibility, 
have  greatly  increased  the  effectiveness  of  health  services  and  enlarged 
public  awareness  of  their  value. 

Undoubtedly,  however,  the  primary  influence  has  been  the  spectacu- 
lar and  persistent  rise  in  health  care  prices,  which  is  increasing  the 
difficulty  of  access  for  large  numbers  of  consumers,  outraging  others, 
threatening  the  viability  of  major  health  institutions  and  challenging 
the  capacity  of  private  health  insurance  to  maintain  present  levels  of 
benefits  let  alone  respond  to  demands  for  improvement.  These  discon- 
tents are  shared  by  all  classes  of  society.  In  fact",  the  current  disenchant- 
ment with  the  delivery  "system"  stems  primarily  from  distress  over 
costs.  It  was  cost  concern  that  led  the  more  sophisticated  to  take  a 
closer  look  at  the  delivery  system,  which  they  then  found  wanting. 

The  nation  and  the  Congress  now  have  before  them  a  wide  variety 
of  plans  and  endorsements  for  some  form  of  "universal"  health 
insurance,  with  legislative  proposals  from  such  diverse  sources  as  the 
afl-cio,  the  American  Medical  Association,  the  Nixon  Administration 
and  the  Health  Insurance  Association  of  America.  The  American 
Hospital  Association  is  also  preparing  a  plan  and  the  Chamber  of 
Commerce  of  the  United  States  is  reported  to  be  developing  one.  The 
principle  has  been  endorsed  by  the  National  Governors  Conference. 
Numerous  influential  Congressmen  have  come  up  with  plans  of  their 
own  and  more  are  promised. 

But  this  apparent  consensus  can  be  misleading.  The  term,  national 
health  insurance,  is  being  used  to  embrace  a  wide  diversity  of  proposals 
whose  only  evident  common  factor  is  the  proposed  use  of  enlarged 
federal  financing  to  increase  public  access  to  health  services.  Beyond 
this,  the  plans  differ  in  almost  all  essentials.  The  areas  of  disagreement 
remain  many  and  large. 

Classification  of  Current  Proposals 

The  many  legislative  proposals  now  before  the  public  can  be  most 
conveniently  understood  and  appraised  if  grouped  into  four  broad 
categories  reflecting  their  most  prominent  characteristics. 

Categor}^  l:  Proposals  for  tax  or  other  incentives  to  stimulate 
voluntas  purchase  of  private  health  insurance.  The  a.m.a.'s  Medi- 
credit  plan  (S.  987)  offers  a  tax  credit  against  the  individual's  federal 
income  tax;  the  Health  Insurance  Association  of  America's  (hiaa) 
plan  (S.  1490)  provides  incentive  tax  deductions.  The  American  Hospi- 
tal Association's  Ameriplan  (which  has  not  been  introduced  in  legis- 
lative form)  uses  a  benefit  incentive  rather  than  a  tax  incentive.  The 
only  requirement  of  private  insurance  is  generally  that  qualh^ing 
policies  shall  include  specified  minimum  benefits. 

Category  2:  Proposals  for  mandatory  purchase  of  private  health 
insurance  by  emplo}^ers  for  their  emplo3^ees.  Originally  unsuccessfully 
sponsored  in  New  York  State  by  Governor  Rockefeller,  this  is  now  the 
core  of  the  Nixon  Administration's  proposal  embodied  in  Senator 
Bennett's  bill  (S.  1623).  A  somewhat  altered  version  has  been  intro- 
duced in  the  House  by  Congressman  Byrnes  (H.R.  7741),  the  main 
change  being  the  addition  of  a  federal  subsidy  for  small  employers.  The 
Nixon  proposal  also  includes  provision  of  a  separate  insurance  scheme 
for  low-income  families  with  children  and  availability  of  insurance 
for  voluntary  purchase  by  persons  not  protected  by  the  other  programs. 
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Category  3:  Proposals  calling  for  a  unitary,  all-embracing,  federal 
program,  compulsory  coverage  of  all  the  civilian  population  broad  and 
relatively  comprehensive  benefits,  financed  by  a  combination  of  payroll 
taxes  and  general  revenues,  and  administered  exclusively  by  the  federal 
government  without  use  of  private  carriers.  The  Kennedy- Griffiths 
bill  (S.  3)  exemplifies  this  approach. 

Category  4:  Proposals  that  call  for  strengthening  and  extending 
Medicare  to  the  entire  population.  Financing  would  be  primarily 
through  social  security  payroll  taxes  on  employers  and  employees, 
as  at  present,  with  a  special  contribution  from  general  revenues. 
Private  carriers  would  continue  to  act  as  fiscal  intermediaries.  Senator 
Javits  has  introduced  such  legislation  (S.  836) .  This  bill  would  establish 
options  permitting  employers  or  individuals  to  opt  out  of  the 
program  if  they  purchased  insurance  at  least  equal  in  benefits  to  those 
provided  by  the  public  program. 

Such  capsule  categorizations  are  intended  only  to  indicate  the 
general  approaches  taken  by  the  main  proposals.  Additional  provisions 
will  be  noted  later.  But,  of  necessity,  the  total  will  still  present  only 
greatly  simplified  versions  of  extremely  complex  bills,  some  of  which 
run  to  more  than  100  pages  of  print. 

Criteria  for  Effective  National  Health  Insurance 

Before  undertaking  an  evaluation  of  proposed  programs  and 
different  approaches  to  nationl  health  insurance  it  is  necessary  to 
establish  some  guidelines  or  criteria  against  which  the  programs  may  be 
measured.1  So  large  and  important  a  public  undertaking  should 
measure  up  to  a  demanding  set  of  standards  to  be  acceptable  and 
effective.  It  should  meet  the  following  requirements. 

1.  Universal  coverage  of  the  resident  'population  without  distinction  as 
to  income  or  premium  contributions. — The  undertaking  of  national 
health  insurance  is  justified  by  the  recognition  that  access  to  medical 
care  is  a  necessity,  not  a  luxury,  and  that  universality  of  protection 
is  required.  Universality  cannot  be  achieved  by  voluntarism,  even 
when  supported  by  incentives.  Publicly  imposed  means  tests  are 
destructive  to  universality  and,  when  accompanied  by  a  separate 
program  for  means  test  eligibles,  almost  always  lead  to  a  double 
standard  and  a  "two-class"  quality  of  care.  One  of  the  objectives  of  a 
national  system  must  be  to  end  such  discrimination. 

2.  Equitable  financing,  with  multiple  sources  of  funds  funneled  through 
a  single  mechanism. — Only  in  this  way  can  universal  coverage  of  the 
population  be  assured.  Sources  of  funds  should  include  a  balanced 
array  of  employer  and  employee  payroll  taxes  (including  taxes  on  self- 
employment  income  and  other  individual  nonwage  income)  and  gen- 
eral revenues,  all  centrally  collected  through  one  instrumentality  and 
intended  for  all  beneficiaries.  This  does  not  mean  centralized  admin- 
istration of  insurance  or  of  program  benefits;  we  refer  only  to  tax 
collection  and  provision  of  an  over- all  fund. 

1  For  other  attempts  at  setting  goals  and  criteria,  see  United  States  Department  of  Health,  Education, 
and  Welfare,  report  of  the  task  force  on  medicaid  and  related  programs.  Washington,  United 
States  Government  Printing  Office,  1970,  pp.  94-102;  Eilers,  R.  D.,  National  Health  Insurance:  What  Kind 
and  How  Much,  New  England  Journal  of  Medicine,  881-886,  April  22,  1971;  and  Burns,  E.  M.,  Health 
Insurance:  Not  If,  or  When,  but  What  Kind?,  the  Melta  Bean  Lecture,  University  of  Wisconsin,  May  19, 
1971,  to  be  published  in  Journal  of  the  American  Public  Health  Association,  November,  1971. 
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3.  Comprehensive  and  balanced  benefit  structure. — Comprehensive 
protection  is  a  relative  term  in  medical  care.  Nobody  believes  it  is 
possible  or  desirable  that  the  program  furnish  100  percent  of  all 
legitimate  health  services  and  goods.  The  goal  is  to  eliminate,  within 
practicable  limits,  financial  barriers  to  health  care  without  resort  to 
means  tests.  At  the  present  time,  therefore,  comprehensive  benefits 
are  considered  to  mean  approximately  75-80  percent  of  the  average 
family's  health  care  expenditures.  If  furnished  in  an  approximate  mix, 
this  will  rarely  result  in  an  impossible  burden  upon  families.  The  un- 
covered expenditures  consist  of  a  mixture  of  (1)  small  fixed  fees  (not 
copayment  percentages)  for  specific  services  such  as  physician  and 
dentist  visits  and  some  prescription  drugs,  and  (2)  noncovered  items 
such  as  cosmetic  surgery,  some  teen-age  orthodontia  and  over-the- 
counter  drugs.  Even  here  provision  can  be  made  for  exceptions  based 
on  overriding  medical  necessity.  Long-term  institutional  care,  with 
its  special  set  of  problems,  should  probably  be  dealt  with  in  a  separate 
program. 

4.  Incentives  to  maximize  efficiency  and  effective  use  of  resources  and 
to  discourage  health  care  price  inflation. — All  insurance  is  threatened  by 
lack  of  restraint  on  the  part  of  both  providers  and  consumers  because 
the  necessary  money  appears  forthcoming  without  immediate  visible 
strain  on  individuals.  Coping  with  this  danger  is  one  of  the  most  im- 
portant and  difficult  challenges  for  a  successful  national  scheme.  The 
primary  difficulty  is  in  dealing  with  providers,  who  are  the  major 
determinor  of  cost  and  utilization. 

Similarly,  hospitals  must  be  induced  to  make  more  productive  use 
of  personnel  and  to  avoid  unnecessary  facilities  and  services.  The 
Medicare  experience  has  made  it  abundantly  clear  that  open-ended 
cost  reimbursement  to  hospitals  and  other  institutions  establishes 
discentives  for  efficiency  and  economy.  Substitute  devices,  such  as 
prospective  negotiated  rates,  are  being  experimented  with  and  others 
can  be  developed.  However,  any  "one  correct  method"  of  paying 
either  physicians  or  providers  should  be  avoided.  Frozen  universal 
legislative  prescriptions  can  be  self-defeating. 

Incentives  should  also  be  directed  at  consumers — one  reason  for  the 
small  charges  previously  mentioned  and  the  desirability  of  identifiable 
consumer  tax  payments  as  in  the  social  security  system. 

5.  Pluralistic  and  regulated  competition  in  underwriting  and  adminis- 
tration.— Monolithic  government  operation  of  a  field  so  sensitive,  com- 
plex, and  rapidly  changing,  for  a  diverse  continent  of  206  million 
persons,  is  likely  to  bog  down  in  bureaucratic  rigidities,  or  to  become 
excessively  vulnerable  to  political  caprice  and  manipulation.  Too  little 
is  yet  known  about  "best  ways"  of  delivering  care  to  permit  com- 
pletely centralized  decision-making  with  its  inevitable  demands  for 
universal  conformity. 

All  possible  resources  and  experience  will  need  to  be  harnessed  to 
make  the  system  operable.  Competitive  underwriting  by  a  limited 
number,  but  wide  variety,  of  private  carriers,  regulated  by  controlled 
centralized  funding  and  standards — along  the  lines  of  the  Federal 
Employees  Health  Benefits  Program  (fep) — could  provide  decentrali- 
zation, reduction  of  political  vulnerability  and  incentives  for  competi- 
tive innovation  in  both  quality  and  cost  controls.  (More  will  be  said 
on  this  important  point  further  on.)  It  would  also  be  desirable  to  have 
a  government  agency  as  one  of  the  carriers. 
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6.  Consumer  options  in  respect  to  carriers,  providers  and  delivery  sys- 
tems, as  far  as  geographically  feasible,  on  an  informed,  meaningful 
basis. — A  sense  of  choice  is  necessary  not  only  to  promote  satisfaction 
and  acceptance  but  also  to  develop  a  responsible  attitude  toward  the 
use  and  abuse  of  the  services  offered.  The  best  of  the  prepaid  group 
practice  plans  insist  that  enrollees  have  at  least  a  dual  choice,  between 
joining  them  or  some  other  type  of  insurance  plan,  both  initially  and 
at  periodic  intervals.  But  so-called  "free  choice"  can  be  fictitious,  un- 
less fortified  by  information.  The  uninformed  "free  choice"  available 
to  the  middle  class  in  some  communities  is  often  less  meaningful  than 
the  informed  choice  available,  for  example,  to  members  of  FEP,  which 
undertakes  responsibility  for  informing  them  on  details  of  each  of  the 
available  options. 

Moreover,  government  should  not  become  a  Big  Brother  deciding 
for  individual  consumers  which  option  is  "best."  Prepaid  group  prac- 
tice, for  example,  has  admirable  advantages,  but  it  is  not  necessarily 
everybody's  dish  and  should  not  be  imposed.  It  is  enough  for  govern- 
ment to  confine  the  options  to  a  limited  number  of  approved  and 
accountable  carriers  and  delivery  systems  on  the  basis  of  quality  and 
responsibility. 

7.  Administrative  simplicity.— This  is,  of  course,  a  relative  matter. 
No  national  scheme  for  the  United  States  in  a  field  so  diffuse  and 
intensely  personal  as  health  care  can  be  easy  to  administer.  But 
relative  degree  of  complexity  is  important.  A  reading  of  the  array  of 
legislative  proposals  and  published  discussions  demonstrates  that 
administrative  considerations  generally  get  short  shrift.  They  have 
little  popular  appeal.  Everybody  is  concerned  about  "policy,"  but 
the  problem  of  how  to  effectuate  policy  is  assumed  to  be  something  to 
be  left  to  the  dull  fellows,  mechanics.  It  is  little  appreciated  that  ad- 
ministrative structure  is  itself  a  major  policy  question,  and  often 
determines  the  practical  outcome  of  many  other  policy  decisions.  As 
John  Gardner  has  warned,  "any  organization  setting  out  to  cure  social 
ills  had  better  be  sure  it  isn't  creating  problems  as  rapidly  as  it  cures 
them." 

On  the  one  hand,  some  programs  boast  of  requiring  almost  no 
administration,  to  be  virtually  self-administering.  This  is  a  dangerous 
illusion.  Years  ago  it  was  said  that  workmen's  compensation  was  to 
be  self -administering.  The  experience  has  demonstrated  not  only  the 
need  for  rigorous  surveillance  and  control  but  also  that  such  admin- 
istration has  generally  been  a  failure  because  adequate  machinery  was 
not  furnished.2  On  the  other  hand,  the  attempt  to  establish  a  mono- 
lithic structure  to  control  everything  will  result  in  cumbersomeness, 
rigidity  and  unresponsiveness. 

Most  important,  perhaps,  is  the  necessity  for  envisaging  the  re- 
lationship of  program  content  to  administrative  capacities.  If,  for 
example,  a  program's  organization  if  fragmented  into  many  separate 
pieces  requiring  delicate  dovetailing,  the  administrative  process  may 
have  to  be  so  complex  as  to  become  a  major  impediment  to  effective 
implementation . 

8.  Flexibility  for  adaptation  to  changing  circumstances  and  public 
preferences. — Health  care  technologies  are  advancing  at  unprecedented 
exponential  rates.  Supply  and  demand  structures  are  shifting  rapidly 

2  For  description  and  documentation  of  this  relevant  experience  see  Somers,  H.  M.  and  Somers,  A.  R.. 
workmen's  compensation:  prevention,  insurance,  and  rehabilitation  of  occupational  disability 
New  York,  John  Wiley  &  Sons,  Inc.,  1954. 
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and  the  only  predictable  is  change.  The  financing  system  must  not 
only  be  readily  adaptive  to  differing  regional  conditions,  it  must  be 
able  to  shift  easily  in  time.  This  requires  wide  administrative  dis- 
cretion, plural  approaches  and  a  relatively  loose  system.  Delivery 
system  preferences,  for  example,  should  not  be  firmly  rooted  in  basic 
law.  Freedom  of  carriers  to  innovate  and  experiment  should  be 
assured. 

The  appropriate  portion  of  national  income  to  be  devoted  to  health 
care  cannot  be  firmly  fixed.  Worthwhile  alternative  uses  of  national 
income,  including  education  and  housing,  will  always  be  available 
and  public  preferences  may  change.  Moreover,  health  services  do  not 
alone  bring  health  and  presumably  it  is  better  that  health  is  the 
objective.  Relative  investment  emphasis  may  need  to  be  altered  to 
meet  that  objective  most  effectively.  A  point  of  diminishing  returns 
from  health  services  may  be  reached  as  compared  with  similar  invest- 
ment in  the  quality  of  the  living  environment — pollution,  housing, 
recreation,  food  and  so  forth.  In  the  ever-present  thorny  problem  of 
rational  allocation  of  resources  we  must  be  prepared  for  the  possible 
conclusion  that  marginal  increments  to  health  services,  in  preference 
to  other  social  needs,  are  counterproductive.  The  way  must  be  left 
open  for  the  public  to  change  its  priorities. 

9.  General  acceptability  to  providers  and  consumers. — In  a  free 
society  any  large  public  system  must  have  a  reasonable  degree  of 
general  acceptance  by  providers  of  care  and  consumers.  A  system 
that  is  widely  resented  will  be  seriously  hampered  and  could  become 
inoperable.  It  could  result  in  long-term  deterioration  and  inadequacy 
of  resources — manpower,  investment  capital  and  philanthropy.  It 
could  produce  serious  stresses  that  are  incompatible  with  effective 
delivery  of  personal  services.  Successful  innovation  requires  a  reason- 
ably congenial  climate. 

Consumers  must  see  the  system  as  financially  equitable,  adminis- 
tratively responsive  and  consistent  with  the  cultural  norms  of  the 
community.  For  providers,  it  must  assure  continuation  of  accepted 
professional  standards  of  practice  and  reasonable  freedom  within  them, 
and  also  reasonable  levels  and  stability  of  compensation.  It  would  be 
rash  and  counterproductive  to  attempt  to  attain  economy  by  ' 'taking 
it  out  of  the  providers'  hides."  Of  course,  this  is  all  a  matter  of  degree, 
because  what  is  "fair"  and  "reasonable"  is  not  scientifically  determin- 
able. A  controlled  system  of  competition  or  regulation  will  not  and 
should  not  elicit  hosannas  from  the  payees;  this  would  indicate  im- 
balance. On  the  other  hand,  so  would  rebellion.  The  point  is  that 
decisions  cannot  be  arbitrary,  punitive  or  unilaterally  made.  The 
process  requires  negotiation,  bargaining,  accommodation,  and  wide 
participation. 

Other  relevant  criteria  could  be  added,  but  these  are  central. 
National  Health  Insurance  and  the  Delivery  System 

Some  may  feel  that  this  list  places  insufficient  emphasis  on  re- 
structuring the  delivery  system.  If  our  assignment  dealt  with  the  total 
problem  of  health  services  in  this  country,  we  would  surely  place 
heavy  emphasis  on  this  issue,  as  we  have  done  in  many  previous  pub- 
lications. But  here  we  are  dealing  only  with  the  development  of  an 
insurance  system,  a  technique  for  financing  universal  coverage.  We 
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believe  not  only  that  reordering  the  delivery  system  is  a  necessity,  but 
also  that  the  insurance  scheme  will  be  most  effective  if  accompanied 
by  substantial  changes  in  organization.  Elsewhere  we  have  designed 
a  proposal  for  large  scale  change  that  may  be  undertaken  at  the  same 
time  that  a  national  health  system  is  developed.3 

Remedies  for  all  health  care  problems  cannot  be  expected  from 
changes  in  the  financing  system  alone.  The  range  of  functions  and 
issues  is  too  numerous,  varied,  and  complex.  Other  instrumentalities, 
private  and  public,  other  legislation  must  be  looked  to.  If  an  insurance 
system  alone  gets  too  grandiose  in  its  undertakings,  too  diffuse  in  its 
functions  and  objectives,  it  will  be  frustrated. 

The  financing  scheme  does  have  responsibilities  that  relate  to  and 
affect  the  delivery  system  and  these  are  reflected  in  the  list  of  criteria. 
The  insurance  system  must  encourage  efficiency,  exert  cost  controls 
and  assure  responsible  fiscal  behavior.  Cost  efficiency  and  service 
delivery  efficiency  are  interdependent.  The  financing  system  can  and 
should  stimulate  and  encourage  innovation,  experimentatiou  and 
diversity  in  delivery  systems.  But  the  actual  decisions  on  how  care 
will  be  organized  and  delivered  must  be  left  to  others,  including 
physicians,  hospitals,  the  community  and  appropriate  government 
agencies. 

It  is  hazardous  to  employ  a  financial  system  to  mandate  or  even  to 
regulate  delivery  of  care.  For  some  25  years  we  have  witnessed  dis- 
tortions in  the  delivery  system,  at  least  partly  as  a  result  of  health 
insurance.  It  downgraded  prima^  care,  drove  people  into  the  hospital 
and  favored  fee-for-service  as  the  method  for  paying  providers.  The 
faultiness  of  that  bias  has  become  evident  and  pressures  are  generating 
to  emphasize  primary  care,  ambulatory  service  and  capitation  pay- 
ment. Twenty-five  years  ago  it  seemed  most  efficient  to  concentrate 
most  of  the  health  care  resources  in  the  hospital.  The  shortcomings  of 
that  approach  are  now  apparent.  Now  many  feel  it  most  efficient  to 
ignore  the  hospital  and  concentrate  resources  in  primary  care  units. 
Will  the  new  biases  prove  less  unbalancing  in  their  effects  than  the 
old?  Will  the  opposite  mistakes  be  made?  Will  their  harmful  im- 
balances prove  less  difficult  to  correct? 

Financial  systems,  including  government  programs,  tend  to  be 
dominated  by  considerations  of  dollar  savings,  not  an  irrelevant 
consideration,  of  course.  But  the  financial  mechanism  ought  not  be 
given  exclusive  or  primary  authority  to  recast  delivery  systems  through 
monetary  manipulation.  Clearly,  no  financial  machinery  can  be 
completely  neutral  in  its  impact  on  the  delivery  system.  The  larger  the 
program  the  greater  the  impact.  In  a  national  program  the  danger  is 
great  that  conformity  to  the  contemporary  conventional  wisdom  might 
be  irresistible  and  change  difficult  to  effect.  By  minimizing  the  respon- 
sibilities of  the  financing  system  for  the  nature  of  delivery  systems  and 
allowing  for  strong  countervailing  forces,  we  are  more  likely  to  achieve 
necessary  balance  and  flexibility. 

Do  Current  Proposals  Measure  Up? 

None  of  the  proposals  now  before  the  Congress  measures  up  to 
the  standards  we  have  listed,  although  the  shortfalls  differ  considerably 


3  See  Somers,  A.  R.,  health  care  in  transition:  directions  for  the  future,  Chicago  Hospital  Re- 
search and  Educational  Trust,  1971,  expecially  chapter  7. 
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in  magnitude.  Some  of  the  deficiencies  are  relatively  easy  to  correct; 
for  example,  raising  benefit  levels  where  they  are  ridiculously  low. 
Others  are  inherent  in  the  basic  design.  We  concentrate  on  these. 
These  comments  must  nevertheless  be  brief,  summary-  and  confined 
to  a  few  illustrative  high  spots. 

VOLUNTARY,  INCENTIVE,  PROPOSALS 

The  voluntary,  tax  incentive  programs  fall  conspicuously  short 
on  most  essential  points.  They  are  not  universal  in  their  coverage. 
The  high  probability  is  that  millions  will  remain  uninsured.  Under 
the  hi  a  a  proposal  the  tax  advantages  to  low  and  moderate  income 
taxpayers  would  in  most  cases  be  negligible.  It  is  not  at  all  clear  that 
small  employers  would  find  the  tax  advantages  sufficient  to  counter- 
balance the  additional  cost  of  buying  qualifying  insurance  for  their 
employees.  This  bill  would  establish  separate  programs  for  the  poor 
and  uninsurable  (optional  with  and  administered  by  states)  as  well  as 
a  series  of  other  means  test  provisions.  (Medicredit  also  has  significant 
means  tests  requirements.)  Even  so,  substantial  gaps  are  found  in 
coverage.  In  any  case,  it  is  obvious  that  voluntarism  can  never  cover 
the  whole  nation.  Many  people  will  fail  to  buy  policies  as  a  result  of 
neglect,  ignorance,  undue  optimism,  finding  insufficient  advantage  in 
the  tax  incentive  and  a  multitude  of  other  reasons. 

Both  the  Medicredit  and  hiaa  bills  are  open-ended  as  to  costs. 
Medicredit  proposes  no  cost  controls  and  no  efforts  toward  contain- 
ment. It  simply  provides  for  pouring  more  money  into  the  pot  to 
improve  access  to  care.  Insurance  companies  would  pay  providers 
on  the  basis  of  "usual  and  customary"  charges.  Tax  credits  would 
apparently  be  given  in  full  for  any  level  of  policy  at  whatever  price, 
so  long  as  qualifying  minimum  benefit  standards  were  met.  The  hiaa 
bill  would  do  the  same  with  tax  deductions.  The  higher  the  premium 
cost,  the  more  the  government  subsidy. 

The  hiaa  bill  does  make  provision  for  budgetary  review  for  hospitals 
and  sets  a  prevailing  charge  limitation  on  physician  payments.  But 
insurance  premiums  are  no  more  regulated  than  at  present,  except 
that  in  state  plans  for  the  poor,  which  receive  large  federal  contri- 
butions, the  premium  rates  could  be  challenged  on  actuarial  grounds. 
Neither  bill  contains  efficiency  incentives  for  either  providers  or 
carriers.  Medicredit  in  particular,  and  the  hiaa  bill  to  a  lesser  degree, 
augur  at  least  a  continuation  and  perhaps  an  acceleration  of  the 
rapid  inflation  we  have  been  experiencing. 

The  hiaa  bill  does  indicate  a  concern  with  the  supply  side.  It 
makes  specific  provision  for  participation  of  health  maintenance 
organizations.  (Medicredit  is  the  only  one  of  the  bills  we  are  con- 
sidering that  does  not  do  so.)  The  bill  is  an  omnibus,  including  an 
array  of  provisions  to  encourage  development  of  ambulatory  health 
centers,  health  planning  and  subsidy  of  medical  manpower  for  move- 
ment to  areas  of  critical  need. 

Medicredit  provides  no  administrative  mechanism  for  government 
responsibility  to  protect  its  open-ended  financial  commitment  or  for 
controlling  the  program  in  any  way  other  than  to  assure  that  qualify- 
ing policies  meet  minimum  benefit  standards,  and  even  in  this  it 
would  be  dependent  upon  state  insurance  departments.  The  hiaa 
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proposal  also  relies  primarily  on  state  agency  supervision  and  opera- 
tion, not  an  impressive  bulwark  in  most  jurisdictions.4  The  federal 
government  would  contribute  from  70  to  90  percent  of  the  cost  of 
state  plans,  but  they  would  be  operated  by  the  states.  Shades  of 
Medicaid! 

Of  course,  some  plusses  can  be  found  in  these  proposals.  The  most 
interesting  is  that  the  ama  and  the  hiaa  now  accept  the  unavoidable 
necessity  for  a  degree  of  federal  regulation  of  health  insurance,  at 
least  to  the  extent  of  setting  national  minimum  benefit  standards 
and,  in  the  case  of  hiaa,  even  to  forcing  states  to  remove  legal  barriers 
to  the  establishment  of  health  maintenance  organizations.  This 
would  have  been  inconceivable  only  a  few  years  ago. 

THE  ADMINISTRATION'S  MANDATED  INSURANCE 

The  Nixon  program  requires  employers  to  furnish  coverage  to  full- 
time  employees,  yet  falls  far  short  of  achieving  universal  coverage  or 
equalit}^  of  access.  The  proposal  attempts  to  close  or  at  least  to  narrow 
the  gaps  with  a  set  of  four  additional  plans:  Medicare  is  continued.  A 
Federal  Health  Insurance  Program  (fhip)  is  established  for  low- 
income  families  with  children  not  covered  under  an  employer  plan. 
Insurance  companies  that  underwrite  employee  plans  are  required  to 
develop  group  policies  for  use  by  small  employers,  self-employed 
individuals  and  others  not  eligible  under  mandated  insurance  or  fhip 
or  Medicare,  on  a  voluntary  enrollment  basis.  A  modified  Medicaid  is 
continued. 

Despite  all  this,  it  is  clear  that  many  will  fall  between  the  various 
stools  and  will  have  no  coverage  at  all;  e.g.,  migrant  workers,  part- 
time  and  multiple-employer  domestics,  part-time  and  casual  workers, 
unemplo3^ed  single  people  and  childless  couples  and  many  of  the  self- 
employed.  The  inevitable  movement  of  persons  among  categories 
assures  considerable  slippage  and  surety  does  not  provide  certainty  or 
continuity. 

Benefits  are  neither  comprehensive  nor  reasonably  equal,  fhip  is  not 
only  a  separate  means  test  program,  but  its  benefits  fall  substantially 
below  the  minimum  levels  established  for  employer  plans.  Although 
both  plans  offer  some  benefits  in  a  large  range  of  different  health 
services,  a  formidable  array  of  deductibles  and  copayments  erodes  any 
acceptable  notion  of  comprehensiveness.  For  example,  for  a  relatively 
typical  stay  of  seven  da}^s  in  an  average  metropolitan  hospital,  and  a 
total  bill  of  $1,020,  the  patient  covered  by  the  mandated  plan  might  be 
expected  to  pay  $428  out  of  pocket,5  which  may  be  a  prohibitive 
burden  for  many  consumers  and  far  heavier  than  they  would  now  pay 
under  typical  Blue  Cross/Blue  Shield  coverage.  There  is  such  a  thing 
as  coverage  without  protection. 

The  separate  system  for  the  poor  suggests  the  strong  possibility  of 
perpetuation  of  a  two-class  system  of  care,  one  of  the  major  complaints 
about  present  arrangements.  The  substantial  benefit  limitations,  the 
high  premiums,  deductibles  and  copayments,  indicate  a  continued  need 
for  a  sizeable  welfare  program  for  health  care,  presumably  financed  by 

4  An  interesting,  little  noted  provision  of  the  commercial  carriers'  plan  is  that  to  receive  federal  contribu- 
tions for  its  insurance  program  a  state  must  agree  to  terminate  all  tax  exemptions  for  Blue  Cross  and  Blue 
Shield  plans. 

5  This  assumes  $100  a  day  average  for  hospital  charges  and  $320  for  inhospital  physicians'  visits  and  sur- 
geon's bill.  The  patient  pays  the  first  twu  days  of  room  and  board  charges,  assumed  at  $65.  and  25  per  cent 
of  the  remainder  of  hospital  charges,  equaling  $273.  He  then  pays  the  first  $100  for  medical  services  plus  25 
per  cent  of  the  remainder,  which  is  $155. 
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state  and/or  local  governments,  which  means  an  even  less  adequate 
program  than  the  present  Medicaid.  The  proposed  legislation  would 
limit  the  existing  Medicaid  program  to  the  aged,  blind,  disabled  and 
children  in  foster  care. 

The  financing  provisions  pose  a  large  number  of  difficulties.  They 
do  not  appear  equitable  or  even  practical  in  some  instances.  The 
employer  is  required  to  pay  at  least  75  per  cent  of  premiums  (65 
per  cent  for  first  30  months).  For  thousands  of  small  employers  and 
employers  in  low-wage  industries,  the  burden  could  be  staggering. 
Unlike  payroll  taxes  that  are  proportionate  to  wages,  premiums  are 
not.  For  some  employers  this  could  mean  as  much  as  a  ten  per  cent 
increase  in  labor  costs.  It  imposes  an  inequitable  proportionate  burden 
be  between  different  industries,  size  of  establishment  and  geographic 
location.  It  was  recognition  of  such  problems  that  led  Congressman 
John  Byrnes  to  take  the  unusual  step  of  altering  the  Administration 
bill  he  was  entrusted  with  introducing  in  the  House  (companion  to 
the  Bennett  bill) .  He  added  provisions  for  federal  subsidies  and  special 
tax  deductions  for  small  employers. 

The  Administration  seems  also  to  have  been  aware  of  the  problem, 
but  dealt  with  it  only  by  making  group  insurance  rates  available  to 
small  employers  and  that  clearly  does  not  make  a  sufficient  dent  in 
the  problem.  There  wall  be  considerable  spur  for  such  employers  to 
evade  the  program,  legally  or  otherwise,  by  laying  off  marginal  workers, 
using  part-time  workers  (not  covered)  to  replace  full-time  workers, 
using  more  "temporary"  help  or  even  sheer  noncompliance  by  failing 
to  buy  a  policy  and  taking  the  risk.  It  will  not  be  easy  to  detect 
noncompliance. 

The  mix  of  the  five  different  pieces  that  constitute  the  Adminis- 
tration's program,  the  problem  of  meshing  the  inescapably  imperfect 
fits,  the  inordinate  complexity  of  the  fhip  provisions  and  the  diffi- 
culties of  enforcement  made  the  program  an  extremely  complex  and 
difficult  one  to  administer.  The  Administration  recognizes  that 
effective  administration  will  require  federal  regulation  of  health 
insurance.  It  has  promised  to  develop  a  supplement  to  the  current 
bill  that  will  provide  such  authority,  but  it  is  not  known  what  this 
proposal  will  contain.  If  the  mandated  program  has  to  depend  upon 
state  regulation  of  rates,  and  other  matters,  it  will  fall  of  its  own 
weight. 

The  complex  range  of  relationships  between  the  five  different 
income  classes  that  compose  the  fhip  eligibles  and  the  varying  de- 
ductible, copayment  and  premium  rates  that  apply  to  each — subject 
to  redetermination  every  six  months — will  tax  the  resourcefulness  even 
of  modern  computer  operators.  Beneficiaries  will  be  as  confused  and 
frustrated  as  administrators.  Apparently,  the  Administration  did 
not  place  administrative  simplicity,  or  even  workability,  high  on  its 
priority  list! 

The  Nixon  proposal  requires  that  insureds  be  given  at  least  a  dual 
choice,  including  an  option  for  enrollment  in  a  health  maintenance 
organization.  In  fact,  the  Administration  has  said  that  it  regards  the 
development  and  greatly  expanded  use  of  hmo's  as  the  "center piece" 
of  its  program,  to  achieve  economy  and  control  costs.  Yet,  there  is 
little  to  indicate  that  hmo's  can  or  will  be  created  or  used  at  a  rate 
that  can  have  any  significant  impact  on  the  program  for  years  to 
come.  First,  even  the  experts  who  admire  and  favor  the  hmo  idea 
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generally  agree  that  the  claims  being  made  for  it  and  the  apparent 
expectations  of  the  Administration  are  grossly  exaggerated.  At  least, 
there  is  little  present  evidence  to  support  such  claims  and  expectations. 

Second,  experience  indicates  that  HMO-type  organizations  are 
difficult  and  expensive  to  organize  and  to  make  financially  viable, 
especially  in  the  short  run.  Much  as  they  have  been  praised,  they  have 
not  increased  proportionately  over  the  past  15  years.  The  Administra- 
tion, in  separate  legislation,  is  proposing  to  give  financial  assistance 
for  development  of  hmo's  through  planning  grants,  limited  operational 
grants  in  predominantly  underserved  areas  and  loan  guarantees.  The 
amounts  proposed  are  extremely  small  relative  to  the  problem;  they 
can  hardly  be  expected  to  make  a  real  dent.  Professionals  are  in  accord 
that  the  degree  of  reliance  of  the  Administration's  health  insurance 
plans  on  the  hmo  is  markedly  unrealistic. 

THE  KENNEDY  HEALTH  SECURITY  ACT 

The  Kennedy  proposal  has  many  strong  assets  and  conforms  to  a 
number  of  criteria,  but  its  shortcomings  are  pronounced  and  crucial. 
It  and  the  Javits  proposal  appear  to  be  the  only  ones  that  really  set 
out  to  develop  a  comprehensive  national  scheme  rather  than  a 
patchwork  of  fragmented  pieces  with  varying  fits.  The  Kennedy  plan 
provides  universal  and  equal  benefits  without  distinction;  its  benefits 
are  comprehensive;  and  it  contains  authority  for  cost  controls. 

But  the  bill  is  fantastically  broad  ranging  in  scope,  attempting  to 
control  and  remedy  virtually  the  whole  vast  sweep  of  health  care 
problems;  it  is  excessively  authoritarian  in  effecting  such  control; 
and  establishes  cumbersome,  monolithic  machinery  and  a  labyrinth 
of  complex  regulations  to  administer  it. 

In  addition  to  undertaking  to  establish  and  finance  a  single  national 
health  insurance  system  for  all  residents,  it  attempts  a  reordering 
of  the  delivery  system  and  payment  methods  through  financial 
rewards  and  punishments;  it  attempts  to  provide  for  health  resources 
development,  to  regulate  internal  hospital  practice  (e.g.,  a  hospital 
cannot  refuse  to  grant  staff  privileges  od  grounds  other  than  profes- 
sional qualifications)  and  professional  licensing  standards  and  to  re- 
allocate health  resources  geographically.  However  meritorious  some  or 
all  of  these  reforms  may  be,  they  cannot  be  performed  effectively  or 
democratically  through  the  single  authority  of  the  financing  system- 
Compensation  to  physicians  can  be  made  in  several  ways — capita- 
tion, salary  or  fee-for-service.  Predetermined  budgeted  funds  for 
physicians'  services  are  assigned  to  an  area  based  on  per  capita 
allocations.  Physicians  choosing  capitation  payment  or  salary  will  be 
paid  the  preestablished  amount.  The  fund  available  to  pay  fee-for- 
service  doctors  is  the  per  capita  amount  for  the  area  multiplied  by  the 
number  of  residents  in  the  area  for  whom  no  capitation  payment  is  to 
be  made. 

Initially  the  fees  would  be  established  by  fee  schedules  and  relative 
value  scales.  If  total  bills  for  fee-for-service  should  exceed  the  pre- 
allocated  amount,  the  individual  fees  would  be  reduced  proportion- 
ate! v.  It  is  evident  that  the  burden  of  short-fall  budgets  would  fall 
most  heavily  on  fee-for-service  physicians  and  strike  disproportionately 
among  individual  physicians.  Although  the  bill  sa}^s  it  gives  freedom 
of  choice,  it  appears  to  arrange  the  risks  to  be  least  attractive  for 
patients  and  doctors  who  prefer  fee-for-service  practice. 
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Budget  ceilings  and  allocations  would  be  the  key  method  of  cost 
control.  The  plan  proposes  to  rely  heavily  on  such  measures,  but  the 
mechanisms  and  processes  for  doing  so  are  vague  and  apparently 
regarded  as  a  problem  to  be  left  for  the  administrative  process  to 
solve.  Each  year  a  national  health  budget  would  be  established  by 
the  Board.  The  bill  includes  a  statutory  ceiling  on  the  amount: 
it  would  not  exceed  the  lower  of  expected  program  income  for  the  year 
or  estimated  expenditure  for  health  services  in  the  preceding  year 
adjusted  to  population  and  price  changes. 

Although  a  contingency  fund  is  included  in  the  total  budget  to 
safeguard  against  increased  utilization  resulting  from  epidemics  and 
similar  emergencies,  the  question  of  what  would  happen  if  regular 
and  necessary  program  expenditures  were  substantially  greater  than 
estimated,  and  program  funds  were  exhausted  during  the  fiscal  year, 
is  left  unanswered.  Even  if  a  reserve  fund  existed,  it  is  not  clear  how 
it  could  be  used  in  light  of  the  statutory  limitation  that  the  budget 
cannot  exceed  total  receipts  for  the  year.  Inasmuch  as  revenues  are 
derived  from  fixed  percentages  of  wages  and  earnings,  matched  by 
contributions  from  federal  general  revenues,  it  appears  that  health 
care  expenditures  are  peculiarly  tied  to  general  business  conditions. 
A  recession  would,  as  the  bill  now  stands,  represent  a  major  threat 
to  solvency. 

Funds  would  be  allocated  by  Washington  to  each  of  ten  regions,  on 
a  per  capita  basis,  and  specifically  itemized  for  institutions,  physicians' 
services,  dental  services,  drugs  and  so  forth.  The  regional  funds  would 
then  be  further  allocated  to  some  100  local  health  service  areas  on  a 
similar  per  capita  and  categorical  basis.  The  bill  permits  the  authorities 
to  attempt  to  eliminate  "unwarr anted"  differences  in  average  cost 
of  health  service  among  the  regions  by  curtailing  increases  in  funds  to 
high-expenditure  regions  and  increasing  the  availability  of  services 
in  low-expenditure  regions.  It  appears  to  be  a  system  in  which  virtually 
everything  done,  or  not  done,  has  to  have  official  approval. 

The  machinery  to  run  this  system  is  unitary  and  self-contained, 
headed  by  a  five-member,  full-time  Health  Security  Board  with  full 
responsibility.  Ten  regional  offices  and  approximately  100  local 
health  service  areas  are  alleged  to  constitute  "decentralization,"  but 
it  is  the  central  Health  Security  Board  that  obviously  has  ultimate 
responsibility  and  authority.  No  role  is  assigned  to  any  private  in- 
surance instrumentalities,  either  Blue  Cross  or  commercial  carriers. 

Even  though  the  bill  protests  its  concern  for  innovation  and  experi- 
mentation, it  seems  that  the  predetermination  of  all  that  is  '  'right" 
and  all  that  is  "wrong"  in  health  care  delivery  and  in  compensation 
methods,  plus  the  staggering  burdens  placed  on  one  consolidated 
immense  bureaucracy  would,  in  fact,  make  change  quite  difficult  to 
effect.  The  rigidities  of  such  a  system  might  readily  backfire  on  its 
good  intentions.  It  could,  for  example,  lead  to  a  considerable  amount 
of  care  being  sought  and  being  given  outside  the  system  (physicians 
are  permitted  to  opt  out)  and  its  controls.  Because  the  ability  to 
by-pass  the  system  is  obviously  more  easily  available  to  the  rich 
than  to  the  poor,  it  could  revert  to  a  two-class  system. 

A  major  plus  for  this  proposal,  in  addition  to  those  already  indi- 
cated, deserves  special  mention.  It  does  provide  the  best  financing 
mechanism  based  in  large  degree  upon  social  security  principles.  That 
method  is  most  efficient,  most  certain  and  least  costlv  to  administer. 
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It  automatically  removes  almost  all  administrative  complexities  of 
determining  coverage  eligibility.  The  particular  percentages  applied 
to  payroll  and  earnings  can  be  challenged — e.g.,  the  relative  burden 
on  the  self-employed  is  disproportionate  relative  to  employed  work- 
ers— but  the  basic  method  is  sound  and  economic. 

EXPANSION  OF  MEDICARE  JAVITS  PROPOSAL 

The  Javits  proposal  is  probably  the  simplest  to  understand  because 
it  builds  largely  upon  the  existing  and  familiar  Medicare  program. 
After  combining  Parts  A  and  B  into  one  program  and  enlarging  its 
benefit  range,  it  would  make  the  program  available  to  all  United 
States  residents  following  a  two-year  "phasing-in"  period.  Coverage 
would  thus  be  universal  and  automatic  and  benefits  equally  available. 

Administration  would  be  the  same  as  under  Medicare  with  con- 
tinuation of  private  insurance  carriers  acting  as  fiscal  intermediaries 
for  payment  of  claims,  under  standards  established  by  hew.  How- 
ever, if  the  Department  determined  that  adequate  performance 
required  it,  a  federally  chartered  quasigovernmental  corporation 
could  be  established  to  replace  the  intermediary.  State  agencies 
would  continue  to  determine  whether  providers  meet  conditions  for 
participation  in  the  program. 

Deductibles  and  copayments  would  be  essentially  the  same  as 
present.  Methods  of  reimbursement  to  providers  would  continue 
the  same  for  a  two-year  period  during  which  time  the  Department 
would  be  required  to  study  alternative  methods  that  would  best 
control  costs,  improve  organization  of  health  services  and  assure 
that  providers  receive  fair  compensation.  New  regulations  concerning 
reimbursement,  based  on  such  study,  would  take  effect  the  third 
year  of  the  program. 

This  bill  proposes  two  major  departures  from  Medicare.  The  first  is 
in  financing.  Like  the  Kennedy  bill,  social  security  principles  are 
followed;  however,  the  federal  general  revenue  contribution  is  approx- 
imately one-third  of  the  total.  The  distribution  is  also  different: 
employees  and  the  self-employed  pay  the  same  rates  on  earnings 
up  to  $15,000  and  employers  also  pay  at  the  same  rate  except  that 
it  applies  to  total  payroll.  Nonemployment  income  is  not  taxed. 

The  second  important  change  is  in  the  availability  of  private 
insurance  options  outside  the  government  program.  An  empolyer, 
by  contract  with  the  Department,  could  establish  an  approved  plan 
that  would  exempt  him  and  his  employees  from  the  regular  insurance 
tax.  Jt  does  not  seem  likely  that  many  would  elect  such  an  option. 
To  qualify,  an  approved  plan  must  furnish  benefits  superior  to  those 
under  the  government  program.  In  addition,  the  employer  must 
pay  at  least  75  per  cent  of  the  cost.  Under  the  government  plan  he 
would  generally  pay  somewhat  more  than  one-third  of  the  cost. 
The  monetary  disadvantages  to  the  empioyer  appear  to  be  great. 

Private  carriers  by  contract  with  the  Department  could  also  offer 
alternative  policies,  meeting  specified  standards,  to  the  public.  But 
because  the  bill  does  not  specifically  exempt  persons  under  such 
private  insurance  plans  from  payment  of  the  health  insurance  tax, 
there  may  not  be  a  great  rush  toward  this  option. 

In  any  case,  the  options,  as  formulated,  represent  an  adminis- 
trative weakness.  If  they  did  reach  significant  proportions  they 
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would  be  extremely  difficult  to  police.  The  problems  of  measuring 
comparability  of  benefits  and  costs  could  be  formidable.  So  would 
the  administrative  complexities  regarding  the  coverage  of  people 
in  transition  between  jobs,  or  between  a  private  option  plan  and  the 
government  plan,  or  in  respect  to  people  who  had  skipped  premium 
payments  to  private  plans. 

Another  flaw  in  this  proposal  is  the  absence  of  budgetary  controls. 
Commitments  and  obligations  are  open  ended  with  resulting  vulner- 
ability to  inflation. 

The  Javits  bill  appears  to  be  in  relatively  unfinished  form.  The 
Senator  has  indicated  awareness  of  its  shortcomings  and  is  apparently 
planning  to  submit  a  recast  version  before  the  end  of  this  session. 

Costs 

It  is  beyond  the  province  of  this  paper  to  present  cost  estimates 
for  the  various  proposals,  but  a  few  words  about  the  problem  may  be 
appropriate.  Each  of  the  proposals,  if  enacted,  would  generate  signif- 
icant additional  expenditures  for  health  services.  This  is  consistent 
with  one  of  the  major  purposes  of  the  legislation,  to  remove  present 
financial  barriers.  It  is  extremely  doubtful  that  the  attempted  im- 
provements in  efficiency  of  the  delivery  system  will  be  sufficient  to 
fully  counterbalance  the  increased  demand  and  prices.  In  any  case, 
the  factors  affecting  increased  costs  will  take  effect  promptly:  factors 
designed  to  improve  efficiency  can  only  move  slowly. 

As  might  be  expected,  the  figures  publicized  by  proponents  of 
different  plans  are  usually  substantial  understatements  of  probable 
costs,  just  as  figures  advanced  by  opponents  often  tend  to  be  exag- 
gerations. More  important,  the  advertised  figures  are  rarely  com- 
parable, because  they  often  use  different  definitions  of  costs,  and  may 
relate  to  differing  time  periods.  Some  of  the  cost  figures  undertake 
to  state  the  total  cost  of  the  program  to  the  federal  government; 
some  express  only  the  net,  or  additional,  cost  to  government,  taking 
into  account  that  some  existing  programs  will  be  curtailed  or  aban- 
doned; others  describe  the  overall  net  additional  cost  to  both  public 
and  private  sectors,  recognizing  that  part  of  the  new  governmental 
cost  represents  a  transfer  of  expenditures  from  the  private  to  public 
sectors.  There  are  other  variations. 

These  varying  portrayals  of  costs  do  indicate  that  a  useful  analysis 
of  program  costs,  individual  or  comparative,  must  provide  more  than 
a  global  figure.  In  addition  to  an  estimate  of  prospective  direct  program 
costs  to  the  government,  meaningful  data  would  also  show,  among 
other  things,  how  much  represents  additional  cost  to  the  federal 
government  (whether  in  tax  losses  or  in  appropriations),  how  much  is  a 
transfer  from  state  and  local  government  expenditures,  how  much  is  a 
transfer  from  expenditures  in  the  private  sector  (perhaps  broken  down 
between  insurance  and  direct  consumer  expenditures),  how  much 
represents  new  costs  generated  by  the  program  itself,  and  the  global 
cost  to  the  economy.  Most  often  overlooked  are  the  neAV  costs,  in 
terms  of  additional  utilization  and  price  effects,  that  any  program 
undertaking  to  improve  or  alter  access  patterns  will  generate,  offset 
by  any  savings  from  operational  economies. 

Preliminary  examination  suggests  that  the  total  financial  costs  to 
the  economy  under  the  various  proposals  are  not  likely  to  vary  as 
greatly  as  protagonists  assert.  But  the  differing  incidence  of  costs,  the 
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economic  and  social  effects  of  transfers  and  the  relative  effectiveness  of 
the  use  of  differing  channels  for  expenditure,  are  all  very  important. 

Programs  wherein  government  contributions  take  the  form  of 
tax  credits  or  deductions  tend  to  conceal  the  real  costs  to  government ; 
they  may  also  conceal  the  cost  to  the  economy  generated  by  the 
legislation.  Programs  requiring  specific  appropriations  and  operating 
budgets  make  costs  more  visible,  and  visibility  is  socially  desirable. 
When  earmarked  taxes  are  employed  to  finance  a  program,  it  is  ob- 
viously essential  to  relate  the  tax  rates  to  the  cost  obligations  of  the 
program.  A  tentative  analysis  of  the  various  plans  suggests  not  only 
that  current  estimates  tend  to  be  understatements,  as  has  already  been 
indicated,  but  that  the  earmarked  tax  programs  are  probably  under- 
funded. 

Monetary  costs,  important  as  they  are,  should  not,  however,  be  a 
major  criterion  for  program  judgment.  A  cost  is  high  or  low  in  relation 
to  the  desirability  and  value  of  what  it  purchases,  and  possible 
alternative  use  of  the  funds. 

Dangers  of  Polarization  and  Need  for  Balance 

In  var}7ing  degrees  all  the  proposals  examined,  and  many  others, 
call  for  appreciable  alteration  in  financing  of  health  services  and 
reflect  a  widespread  public  desire  for  change.  Inevitable  and  legitimate 
disagreement  centers  on  the  nature  of  desirable  change.  Public  debate 
is  needed.  Unfortunately,  indications  are  that  with  the  passage  of 
time  and  the  consolidation  of  positions,  the  controversy  may  be  de- 
generating into  a  conflict  based  on  ideology  more  than  pragmatic 
considerations  of  workability  and  practicality.  The  issue  is  increasingly 
being  presented  in  terms  of  government  versus  private  sector.  In  an 
era  Avhen  demarcations  between  "public"  and  "private"  have  in  prac- 
tice become  progressively  blurred,  the  symbolism  of  old  ideologies 
remains  strong.  Thus  doctrinaire  position-taking  may  interfere  with 
pursuit  of  the  most  effective  pragmatic  blend. 

In  some  quarters  disenchantment  with  the  shortcomings  of  private 
insurance  has  apparently  led  to  the  conclusion  that  we  must  now  make 
a  complete  reversal  and  turn  the  entire  problem  over  to  government. 
Increasingly,  such  advocates  blame  all  the  ills  in  the  financing  and 
organization  of  health  services  upon  the  omissions  and  commissions  of 
private  health  insurance.  This  not  only  vastly  exaggerates  the  powers 
that  the  industry  has,  or  should  have,  but  also  ignores  the  social 
climate.  What  is  now  generally  demanded  in  this  field  was  neither 
acceptable  nor  even  possible  only  a  few  years  ago.  The  social  milieu  of 
1971  cannot  sensibly  be  set  as  a  standard  to  evaluate  behavior  in  an 
earlier  and  different  context. 

These  critics  tend  to  forget  that  the  same  errors  and  omissions  they 
attribute  to  private  health  insurance  were  also  made  by  government. 
The  failure  to  develop  effective  controls  over  costs  or  to  restructure  the 
delivery  system  is  just  as  true  of  government  programs — Medicare, 
Medicaid,  Champus — as  it  is  of  private  health  insurance,  and  for  the 
same  social  reasons.  The  effect  of  fragmented  insurance  policies  upon 
fragmentation  of  health  services  is  as  true  of  Medicare  as  it  is  of  Blue 
Cross-Blue  Shield.  The  unhapp}7  consequences  of  ineffective  state 
regulation  of  insurance  are  certainty  in  lar^e  part  attributable  to  the 
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trinaire formulas  regarding  the  preferability  of  public  versus  private 
operations. 

It  has  long  been  known  that  monolithism  contains  the  seeds  of 
stagnation.  Large  bureaucracies,  in  or  out  of  government,  tend  to 
become  routinized  and  tradition-bound  in  method  and  outlook  unless 
challenged  by  the  enterprise  of  other  forces.  Historically,  government 
has  been  most  effective  at  picking  up  and  advancing  ideas  and  pro- 
grams that  have  started  elsewhere  and  won  support,  or  that  need 
assistance  against  sluggish  or  inadequate  responses  in  the  private 
sector.  The  cutting  edge  of  a  new  movement  is  usually  in  the  venture- 
someness  of  relatively  small  and  often  new  organizations.  These 
stimulate  government  action,  just  as  government  stimulates  private 
institutions  to  change  by  inducing  fear  of  government  retribution. 

Too  little  is  yet  known  about  "right"  ways  of  organizing  health 
care  to  chance  the  freezing  of  an y  particular  patterns.  Right  now  the 
most  significant  organizational  reform  being  advocated  is  the  nation- 
wide development  of  prepaid  group  practice,  based  largely  on  the 
success  of  the  Kaiser  Foundation  Health  Plan.  We  fully  share  the 
enthusiasm  for  the  Kaiser- type  program  (although  the  Kaiser  people 
themselves  protest  that  more  is  being  claimed  for  it  than  can  yet  be 
validated).  It  should  be  recalled,  however,  that  Kaiser  emerged  from 
small  beginnings  in  the  private  sector  and  persisted  against  the  im- 
pediments of  governmentally  created  legal  restrictions  as  well  as  the 
stubborn  opposition  of  organized  medicine.  Had  a  unitary  system 
existed  in  the  1940's  it  seems  doubtful  that  a  Kaiser  scheme  could 
have  gotten  off  the  ground.  Good  as  the  Kaiser  plan  is,  it  will  un- 
doubtedly not  prove  to  be  the  final  word  in  health  organization  for  the 
distant  future.  From  whence  will  the  next  generation's  innovators, 
like  Kaiser,  get  their  launching  leverage? 

We  do  not  have  to  abandon  all  the  assets  of  private  initiative 
to  obtain  the  advantages  of  governmental  financial  strength,  social 
equity  or  democratic  control.  Nor  is  it  necessary  to  bind  the  hands  of 
governments  to  harness  the  capacities  of  the  private  sector  in  the 
public  interest.  We  can  assimilate  both  to  mutual  advantage. 

Government  undoubtedly  must  assume  responsibility  for  financing 
health  care  if  universal  and  equitable  access  are  to  be  assured.  The 
doctrinaires  at  the  other  extreme,  whose  traditional  fear  of  direct 
government  involvement  causes  them  to  fabricate  patchwork'  schemes 
to  avoid  all  government  control,  end  up  with  programs  that  are 
grossly  flawed  and,  if  adopted,  would  likely  backfire  upon  them. 

We  doubt  that  there  exists  in  the  United  States  the  managerial 
competence  to  administer  a  unitary  all-inclusive  system  of  continental 
dimensions  dealing  with  such  sensitive  personal  services.  We  doubt 
that  the  political  system  could  withstand  the  strains  of  the  inevitable 
multitude  of  complaints,  dissatisfactions,  demands  and  misfortunes 
of  the  entire  health  system  heaped  on  it  alone.  To  achieve  its  objec- 
tives, government  needs  help  from  the  private  sector. 

It  needs  the  managerial  expertise  and  experience  of  the  private  sector,  if  only  for 
purposes  of  effective  decentralization  and  exposure  to  varieties  of  administrative 
alternatives. 

It  needs  the  diversity  and  competitiveness  that  capacity  for  risk-taking,  innova- 
tion and  experimentation  make  possible.  Rationalization  of  the  system  will 
require  such  attributes. 
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It  needs  the  political  protection  of  a  spread  of  responsibility  and  blame  for 
mishaps. 

It  needs  the  involvement  of  large  portions  of  the  private  sector  to  make  possible 
broader  understanding  and  tolerance  of  the  immense  difficulties  of  running  such  a 
system. 

It  needs  the  support  of  such  groups  as  a  counterforce  to  the  tendency  of  govern- 
mental budgets  to  be  unduly  restrictive. 

It  is  equally  true  that  the  private  sector  needs  government  to 
provide  the  necessary  financial  strength  and  stability  and  to  assure 
universal  and  equitable  coverage. 

Rigid  attempts  at  categorization  of  private  and  public  sectors  are 
obsolete.  The  challenge  is  to  work  out  mixed  structures  that  can 
effectively  take  advantage  of  the  potentials  for  cooperative  action 
and  competitive  initiatives.  These  are  not  incompatible;  at  their  best 
they  are  complementary.  Perhaps  it  might  be  called  a  system  of 
"complementary  abrasiveness."  Progress  does  not  come  in  neat  fully 
harmonious  packages,  but  more  often  from  the  clash  of  conflicting 
ideas,  approaches  and  needs.  Necessary  and  flexible  "trade-offs"  in 
response  to  differing  needs  and  desires  will  prove  feasible  only  if  room 
is  permitted  for  diversity,  plurality  and  private  drives  in  competition 
for  government  funds  and  approbation. 

With  polarization  both  sides  tend  to  see  less  and  less  merit  in  the 
position  of  the  other  side  and  each  becomes  persuaded  that  no  accept- 
able accommodation  is  possible.  Last  month  in  a  discussion  of  his  and 
the  Administration's  plans,  Senator  Kennedy  was  quoted  as  saying, 
"The  most  basic  difference  is  that  the  Administration  relies  on  the  pri- 
vate health  insurance  industry  while  we  rely  on  the  Social  Security 
approach.  1  don't  see  how  there  can  be  compromise  on  that  issue."  6 
Probably  private  insurance  spokesman  would  utter  similar  sentiments. 

The  fact  is  that  the  social  security  approach  can  be  reconciled  with 
use  of  private  insurance  instrumentalities,  although  obviousl}'  some 
accommodation  will  be  required  on  all  sides.  In  fact,  with  good  will,  an 
approach  can  be  developed  that  borrows  significant  elements  from 
all  the  major  proposals.  The  following  section  will  undertake  to  de- 
lineate the  broad  outlines  of  one  such  possibility.  The  plan  is  built 
upon  the  general  approach  of  the  Federal  Employees  Health  Benefits 
Program,  which  now  covers  over  eight  million  people  and  has  been 
operating  for  over  a  decade — a  significant  practical  experience  with 
a  vital  public-private  mix. 

We  do  not  attempt  to  spell  out  details  because  it  is  not  our  purpose 
to  peddle  a  particular  plan,  but  rather  to  suggest  a  practical  avenue 
of  reconciliation  that  is  workable  and  effective  in  its  own  rioht.  It 
adheres  as  closely  as  possible  to  the  principles  enunciated  in  the  list 
of  criteria. 

A  New  Proposal 

A  national  health  insurance  program  would  be  established  to  cover 
the  entire  civilian  population  without  distinction  as  to  income  or  con- 
tributions. Such  universal  coverage  would  be  supported  by  a  single 
national  fund,  financed  by  a  combination  of  (1)  taxes  on  employment 
and  self-emplo}^ment  earnings  and  individual  nonemployment  income; 
(2)  employer  payroll  taxes;  and  (3)  federal  general  revenue — in 
approximately  equal  parts.  The  program  would  be  administered  by  a 
federal  National  Health  Insurance  Board  or  agency. 


6  Medical  Economics,  May  10,  1971,  p.  43. 


144 


A  national  minimum  standard  of  benefits,  by  scope  and  amount, 
would  be  established  based  on  an  expansion  of  benefits  now  covered 
under  Medicare.  The  initial  expansion  would  aim  to  cover  about  60 
percent  of  an  average  family's  health  care  expenditures  and  move,  in 
easy  stages,  toward  75  percent.  Long-term  care  in  mental  hospitals  or 
nursing  homes  would  be  excluded.  Plrysicians'  and  dentists'  visits  and 
most  prescription  drugs  would  be  subject  to  limited  flat-sum 
copayments. 

As  in  the  Federal  Emplo}^ees  Program,  a  limited  number  of  insurance 
carriers  would  participate  as  underwriters  and  operators  of  their  own 
plans.  Such  carriers  could  include  Blue  Cross-Blue  Shield,  prepaid 
group  practice  plans,  consortia  of  insurance  companies,  medical  soci- 
ety foundations  and  others.  Participating  carriers  would  have  to  be 
approved  b}^  the  Board  on  the  basis  of  standards  of  operation;  and 
participation  would  be  subject  to  periodic  review. 

It  is  probably  desirable  that  among  the  approved  carriers  should 
also  be  one  federal  program,  similar  to  Medicare,  but  available  to  all. 
Among  other  advantages,  such  a  program  would  serve  as  a  yardstick. 
Each  carrier's  plan  would  be  required  to  meet  the  minimum  benefit 
standards  established  by  the  Board  or  by  law. 

All  persons  would  be  free  to  choose  any  approved  carrier,  available 
in  his  area,  for  his  insurance  coverage.  Opportunity  to  change  would 
be  available  at  specified  enrollment  periods.  The  Board  would  have 
responsibility  for  supplying  all  persons  with  complete  and  understand- 
able information  regarding  his  options,  presenting  each  available 
choice  in  uniform  and  nonpreferential  style.  Carriers  could  not  adver- 
tise or  engage  in  direct  selling.  They  could,  of  course,  sell  additional 
policies. 

The  Board  would  allocate,  from  the  central  budget  for  which  it 
would  have  responsibilit}",  to  each  carrier  an  annual  sum  based  on  the 
number  of  persons  (or  families)  who  had  selected  it.  These  sums  would 
represent  the  "premium"  payments  for  all  its  enrollees.  No  additional 
premium  charges  would  be  made.  This  total  premium  would  be  related 
to  the  demographic  and  socioeconomic  composition  of  each  carrier's 
enrolled  population.  The  aim  would  be  to  provide  each  carrier  with 
actuarially  equivalent  capitation  payments.  The  rates  would  be 
negotiated  between  the  Board  and  the  carriers. 

Each  carrier,  including  the  government  program,  would  be  free  to 
experiment  with  reimbursement  methods  to  providers  and  to  develop 
its  own  controls.  It  could,  if  it  wished,  contract  with  medical  groups, 
hospitals,  foundations  or  other  plans,  for  delivery  of  services.  Inas- 
much as  each  carrier  would  be  operating  with  a  controlled  total 
budget,  from  which  it  might  derive  a  profit,  or  loss,  or  break  even,  it 
should  have  strong  incentive  to  promote  maximum  efficiency  and 
economy  in  its  own  operations  as  well  as  among  providers.  The 
carriers  would  also  be  permitted  to  join  together  to  negotiate  uniform 
reimbursement  rates  with  health  plans  or  institutions  without  violation 
of  antitrust  laws. 

The  carriers  would  be  relieved  in  good  part  of  their  former  heavy 
jobs  of  direct  selling  and  premium  collection,  and  therefore  could 
concentrate  on  service  functions  and  provider  relations.  They  could 
use  any  surplus  to  enrich  the  minimum  benefit  package  and  thus 
provide  a  competitive  incentive  for  attracting  additional  enrolles  in 
the  next  registration  period. 
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The  Board's  administrative  responsibilities  would  include  approval 
of  participating  carriers,  determination  that  benefit  standards  are  met 
conduct  of  enrollment  elections,  determination  of  the  annual  national 
health  insurance  budget,  allocation  of  annual  payments  to  carriers, 
and  provision  of  an  appeals  procedure  for  consumers  and  providers. 
It  would  not  operate  any  specific  insurance  plans,  nor  handle  claims, 
nor  itself  undertake  to  determine  or  impose  changes  in  health  services 
delivery.  It  would,  however,  in  its  regulations  have  to  cooperate  with 
the  decisions  of  the  appropriate  government  health  agencies  regarding 
the  quality,  organization  and  delivery  of  health  services. 

Even  though  the  program  would  be  financed  from  earmarked  funds, 
segregated  in  a  Health  Insurance  Trust  Fund,  the  amounts  to  be 
turned  over  to  the  Board  for  its  budget  would  be  subject  to  a  biennial 
appropriation  act  of  Congress.  (The  precedent  for  this  is  in  the  social 
security  and  unemployment  insurance  acts.)  This  will  avoid  freezing 
the  national  commitment  for  health  services  or  typing  the  nation  to  a 
level  of  expenditures  predetermined  by  established  tax  rates.  It  will 
require  keeping  Congress  informed,  permit  Congress  to  evaluate  costs 
in  relation  to  other  social  needs  and  facilitate  expression  of  changes  in 
public  preferences. 

These  are  the  plan's  essentials.  As  can  be  seen,  it  incorporates  im- 
portant elements  from  most  of  the  major  legislative  proposals.  We 
do  not  anticipate  that  most  protagonists  of  other  plans  will  promptly 
cry  hurray;  none  will  get  precisely  what  he  is  asking  for  now.  Yet  it 
is  a  design  that  all  the  vital  parties  at  interest  can  live  with. 

Labor,  the  major  constituency  for  the  Kennedy  proposal,  gets  a 
program  based  on  social  security  financing  principles,  nondiscrimina- 
tory universal  coverage  and  controlled  budgets — all  among  its  top 
priority  considerations.  The  private  insurance  industry  remains  in 
competitive  business  with  its  overall  volume  significantly  increased. 
The  small,  fly-by-night,  and  dubious  enterprises  that  are  among  the 
thousand  or  more  current  carriers  will  be  virtually  eliminated,  but 
that  would  probably  be  true  under  any  national  program  with  stand- 
ards, and  could  prove  a  boon  to  the  better  companies. 

Physicians  and  other  providers  remain  free  of  direct  government 
control  or  having  to  deal  directly  with  government  as  their  payor — 
one  of  their  major  concerns.  Organizational  change  is  not  imposed  on 
delivery  system  through  a  government  insurance  fund.  Employers 
are  not  faced  with  a  mandatory  obligation  for  75  percent  of  premiums, 
potentially  prohibitive  to  small  or  marginal  employers,  as  their  portion 
will  not  exceed  one-third  of  the  premium  equivalent.  Most  consumers 
are  assured  enlarged  and  more  meaningful  free  choice. 

Equally  important,  such  a  plan  reserves  maximum  flexibility  for 
future  change.  If  underwriting  and  operation  by  private  insurors 
should  not  work  out  satisfactorily,  as  we  think  they  will,  it  would 
not  require  any  cataclysmic  change  in  design  to  eliminate  that  feature 
and  use  government  instrumentalities  exclusively.  On  the  other  hand, 
if  the  private  carriers'  role  proved  salutary  under  the  new  conditions, 
their  functions  could  be  broadened.  Except  for  the  central  financing 
feature,  which  is  inescapable  for  any  meaningful  plan  worth  the  trou- 
ble, this  design  gives  no  irretrievable  hostages  to  fortune. 

The  overhead  economies  in  administration  should  be  substantial. 
Centralized  collection  of  tax  contributions,  reduction  in  sales  pro- 
motion, commissions  and  also  in  problems  of  determining  benefit 
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entitlement  could  result  in  savings  of  many  millions.  Yet  this  can  be 
achieved  without  building  a  new  massive  federal  bureaucracy. 

In  the  important  years  before  such  a  program  takes  effect,  while  its 
specific  provisions  are  being  debated  and  during  its  administrative 
lead-time  after  passage  of  the  law,  anticipation  of  such  a  pluralistic 
competitive  program  should  be  conducive  to  greater  experimentation 
with  improved  methods  of  delivery  as  well  as  better  insurance  tech- 
niques. On  the  other  hand,  anticipation  of  a  monolithic  program  would 
discourage  new  undertakings  and  lead  to  a  mood  of  simply  waiting  for 
word  on  what  the  government  wants,  a  mood  unfortunately  already 
visible  in  some  quarters.  Anticipation  of  a  government  cop-out,  leaving 
things  as  they  are  with  a  subsidy  added,  could  have  similar  effects. 

It  is  useful!  to  recall  that  spokesmen  for  the  Kaiser  Health  Founda- 
tion Plan,  the  model  that  most  of  the  present  proposals  seek  to  emulate, 
advocated  a  general  fep  approach  for  the  Medicare  law  when  it  was 
being  debated.  It's  president,  Dr.  Clifford  Keene,  in  urging  Congress 
to  revise  the  proposed  bill  along  fep  lines,  said:  7 

From  the  viewpoint  of  promoting  sound  public  policy,  the  advantages  of  this 
approach  are  substantial.  It  will  effectively  implement  the  concept  of  significant 
choices  which  are  fundamental  in  our  society.  It  will  preserve  the  opportunity 
for  variation  and  experimentation  on  which  continuing  improvements  in  the 
organization  of  health  care  services  depend.  It  will  permit  different  kinds  of  health- 
plans  to  continue  covering  aged  members,  and  it  will  permit  direct  service  plans 
to  continue  doing  this  in  a  manner  which  stresses  quality  medical  care  under 
a  system  with  built-in  incentives  for  controlling  costs. 

The  general  point  is  even  more  valid  today  for  effective  national 
health  insurance. 

A  Final  Word  of  Caution 

As  necessary  as  health  insurance  is,  too  much  should  not  be  ex- 
pected of  it.  We  have  already  indicated  our  belief  that  reform  of  the 
delivery  system  will  require  action  quite  apart  from  the  financing 
program.  The  same  is  true  of  manpower  problems  and  consumer 
health  education. 

In  the  enthusiastic  drive  for  enactment  of  an  insurance  plan,  one 
often  reads  statements  such  as  "Every  American  has  a  right  to  good 
health."  Perhaps  so,  but  no  national  insurance  program  can  assure 
everybody  good  health  or  even  better  health.  It  is  safe  to  say,  for 
example,  that  even  if  we  attain  full  equality  in  services  for  the  poor, 
their  health  status  will  remain  unequal.  Health  services  will  not  over- 
come the  disadvantages  of  poverty  itself — the  consequences  of  inferior 
housing,  food,  recreation  and  education.  For  large  parts  of  our  popu- 
lation lack  of  adequate  health  services  is  not  their  most  important 
health  problem. 

Similarly,  any  expectation  that  a  national  health  insurance  program 
will  necessarily  bring  a  halt  to  the  steady  inflation  of  health  care 
prices  and  costs  is  probably  overoptimistic  and  not  in  keeping  with 
experience  abroad.  England  and  Sweden,  which  have  two  of  the  most 
generally  admired  but  quite  different  national  systems,  have  each 
experienced  sharp  rises  over  the  past  decade — about  the  same  rate 
as  our  own  in  the  case  of  England,  and  even  greater  in  Sweden.  A 
national  program  should  provide  means  to  exercise  more  controls 
than  we  now  have  and  thus  slow  down  the  dizzying  pace  we  have 
been  experiencing.  But  the  multiple  factors  affecting  higher  prices 


7  Hearings  before  the  U.S.  Senate,  Committee  on  Finance,  on  H.R.  6675,  April-May  1965,  p.  459  ffl. 
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and  costs  cannot  simply  be  regulated  out  of  existence,  and  it  is  mis- 
leading to  make  such  claims. 

Lastly,  the  prospects  are  that  even  a  good  national  program  will 
not  be  able  to  meet  all  demands  for  all  health  services.  Medical  science 
and  technologic  capabilities  are  expanding  inexorably  in  geometric 
progression.  Recent  years  have  seen  the  rapid  development  of  mirac- 
ulous cures  and  procedures,  such  as  renal  dialysis,  transplants  and 
implantation  of  artificial  organs.  Many  other  "miracles"  are  in  the 
offing.  These  not  only  are  enormously  expensive  but  also  require 
fantastic  resources  of  skilled  manpower  and  equipment.  The  potential 
demand  for  such  services  is  incalculable.  As  a  distinguished  British 
critic  put  it,  "Expenditure  for  medical  care  is  a  bottomless  pit." 

At  present  rates  of  increase  and  at  present  prices,  America's  health 
care  bill  will  exceed  $100  billion  before  1975.  The  nation  may  be  forced 
to  set  limits  upon  investment  in  health  services.  Not  everything  that 
is  technically  possible  is  practically  attainable.  The  choices  will  be 
hard,  but  they  may  have  to  be  made. 

It  is  advisable  that  too  much  not  be  promised,  or  the  system  will 
pay  the  price  of  popular  frustration.  The  great  and  real  potential 
achievements  of  a  proper  national  program  deserve  strong  support 
on  their  own  merits;  the  program  need  not  be  oversold.  National 
health  insurance  is  not  an  apocalyptic  cure  for  all  ills,  but  it  would 
represent  a  tremendous  step  forward  in  American  social  progress. 


6.  NATIONAL  HEALTH  INSURANCE:  WHAT  KIND  AND 

HOW  MUCH* 


Abstract:  The  major  forces  behind  the  movement  for  national  health  insurance — 
health  care  costs,  suboptimal  mortality  and  morbidit}r  levels,  dissatisfaction  with 
health  care  delivery  and  limitations  of  private  insurance — must  be  considered  in 
the  development  of  criteria  for  evaluating  national  health  insurance  proposals. 
Although  financial  accessibility  to  health  care  for  all  citizens  is  a  necessary  cri- 
terion, the  acceptability  of  health  delivery  arrangements  to  individual  consumers 
is  of  equal  importance. 

The  accelerated  pace  in  the  social  acceptance  of  a  national  health 
insurance  scheme  is  now  readily  apparent.  The  notion  that  national 
health  insurance  is  inevitable  is  held  even  among  some  of  the  more 
conservative  elements  in  the  health  care  professions  and  health  care 
financing  organizations.  A  surprisingly  large  number  of  physicians 
and  insurance-company  executives,  for  example,  appear  to  consider 
some  form  of  national  health  insurance  program  entirely  appropriate 
for  our  nation.  They  thus  join  the  many  labor  leaders  and  hospital- 
association  officials  who  have  long  espoused  the  desirability  of  national 
health  insurance. 

The  diminution  of  opposition  to  national  health  insurance  is  amply 
reflected  in  the  attitude  of  the  Congress,  which,  since  the  considera- 
tion of  the  Wagner-Murray-Dingell  bills  of  the  1940's,  has  given 
little  serious  attention  to  national  health  insurance  proposals.  Cur- 
rently, however,  extensive  official  and  unofficial  congressional  discus- 
sions are  being  held  on  specific  proposals. 

A  reorientation  of  health  delivery,  emphasizing  efficiency"  by 
imposing  upon  physicians  both  financial  accountability  and  oppor- 
tunities to  share  in  cost  savings,  is  a  vital  ingredient  for  any  proposal. 
Also,  to  be  acceptable,  a  proposal  must  articulate  a  comprehensive 
plan  for  phasing  in  the  program  over  a  period  of  possibly  a  decade. 
Other  objectives  are  minimization  of  governmental  regulation, 
consumer  participation  in  cost,  and  maintenance  of  quality  of  care. 

The  Current  Health  System 

A  valid  and  complete  set  of  criteria  for  a  workable  national  health 
insurance  program  must  be  sensitive  to  certain  defects  in  the  current 
arrangements  for  financing  and  delivering  health  care. 

COST  PROBLEMS 

The  most  obvious  problem  in  health  care,  and  perhaps  the  most 
compelling  force  in  the  movement  toward  national  health  insurance, 
is  that  of  costs — both  the  absolute  level  of  health  care  costs  and  the 
cost  escalation  from  year  to  year.  Considerable  attention  is  focused 

*Eilers,  Robert  D.  In  New  England  journal  of  medicine,  v.  284,  April  22,  1971:  881-886;  April  29.  1971: 
945-954.  Reprinted  by  permission.  Presented  at  the  annual  meeting  of  the  American  Sociological  Associa- 
tion, Washington,  D.C.,  September  3,  1970  (address  reprint  requests  to  Dr.  Eilers  at  the  Leonard  Davis 
Institute  of  Health  Economics-W-136  Dietrich  Hall,  University  of  Pennsylvania,  Philadelphia,  Pa.  19104). 
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in  this  regard  on  the  unit  costs  of  care  ("f actor  prices"),  including 
daily  hospital  rates  and  physicians'  fees.  The  opportunities  are  severely 
limited  for  any  health  care  scheme  to  make  important  inroads  toward 
reducing  unit  costs,  except  for  the  following:  through  a  reduction  in 
aggregate  demand  for  certain  types  of  health  care  that — with  no 
reduction  in  the  short-run  availability  of  the  service — could  reduce  the 
factor  price;  through  the  substitution  of  lower  cost  elements  in  per- 
forming a  service  (e.g.,  the  substitution  of  allied  health  personnel) ;  or 
through  better  management  technics.  In  spite  of  these  efforts,  the  aver- 
age unit  cost  for  most  types  of  health  services  probably  will  increase 
appreciably  in  the  years  immediately  ahead,  even  if  at  rates  somewhat 
below  those  experienced  recently.  This  can  be  expected  because  wages 
are  the  major  cost  element  for  most  services.  If  wage  levels  increase 
in  the  economy  as  a  whole,  they  will  generally  rise  in  the  health  indus- 
try, and  probably  increase  even  at  a  greater  rate  than  in  the  general 
economy  as  a  result,  in  part,  of  a  limited  supply  of  health  professionals 
in  relation  to  the  demand  for  their  services.  Thus,  the  amount  of  the 
potential  reduction  in  unit  cost  is  severely  limited  (e.g.,  10  to  15  per- 
cent under  optimum  conditions). 

Although  it  is  unrealistic  to  expect  any  health  insurance  scheme  to 
bring  about  major  decreases  in  unit  costs,  a  national  health  insurance 
program  that  contained  certain  types  of  leverage  could  have  a  bene- 
ficial influence  on  total  per  capita  costs  and  upon  episodic  costs.  The 
per  capita  cost  of  health  care  reflects  the  unit  cost  for  each  type  of 
health  care  and  the  number  of  units  of  each  of  the  types  that  is  con- 
sumed. To  the  extent  that  current  health  costs  are  indefensible,  the 
explanation  lies  primarily  in  the  number  of  units  of  health  services 
used,  rather  than  in  unit  costs.  A  reduction  in  the  unnecessary  use  of 
certain  types  of  services,  principally  inpatient  hospital  care,  is  a  major 
challenge  for  a  national  health  insurance  program. 

The  influence  of  private  or  social  insurance  on  total  health-costs 
is  well  known.  Empirical  evidence,  as  well  as  intuitive  expectations, 
suggests  that  the  reduction  in  out-of-pocket  expenses  for  health 
services  that  are  insured  stimulates  the  use  of  such  services — which 
presumably  is  one  of  the  objectives  of  insurance  in  the  first  place,  if 
such  use  is  necessary.  Furthermore,  the  fact  that  the  consumer  incurs 
little,  or  at  least  less,  personal  expense  in  obtaining  insured  services 
tends  to  encourage  increases  in  unit  costs.  Unless  rigorous  peer  review 
and  other  cost-control  activities  are  present  (a  condition  not  found  in 
most  communities),  insurance  makes  hospitals  less  concerned  about 
increasing  rates,  and  physicians  less  concerned  about  ordering  health 
services.  (The  Medicare  Program  provides  partial  evidence  of  this 
fact,  inasmuch  as  over  one  third  of  the  dollars  expended  since  the  pro- 
gram was  instituted  in  1966  have  been  paid  for  increased  prices  rather 
than  for  increased  services.)  Hence,  unless  special  conditions  are 
injected,  a  national  health  insurance  program  can  be  expected  to 
precipitate  substantial  increases  in  the  per  capita  cost  of  health  care. 

MORTALITY  AND  MORBIDITY  LEVELS 

Although  less  obvious  to  the  consumer  than  health  costs,  one  of  the 
most  damning  implications  of  the  nation's  current  health  system, 
and  one  of  the  motivations  for  national  health  insurance,  is  the  high 
level  of  mortality  and  morbidity  among  certain  segments  of  the  popu- 
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lation — high  in  relation  both  to  corresponding  levels  in  other  developed 
countries  and  to  the  amount  and  proportion  of  national  resources 
devoted  to  health  care  in  the  United  States.  The  often  mentioned  high 
infant  mortality  rate,  though  higher  among  blacks  than  whites  is 
perturbingly  great  even  among  the  latter  in  urban  areas  as  well  a  in, 
rural  sections.  The  high  mortality  among  middle-aged  males,  although 
probably  explainable  in  part  by  the  affluence  and  pressures  of  our 
society,  also  attests  to  the  lack  of  preventitive  care  provided  in  the 
health  system.  Numerous  other  perplexing  implications  for  individual 
health  can  be  cited. 

These  results  are  depressing  in  the  light  of  the  great  advances  iu 
knowledge  that  have  evolved  through  our  current  health  education 
and  research,  and  in  certain  isolated  segments  of  the  delivery  system. 
Presumably,  it  is  this  disparity  between  medical  knowledge  and  levels 
of  health  that  led  the  National  Advisory  Commission  on  Health  Man- 
power to  conclude.  u  Unless  we  improve  the  system  through  which  health 
is  provided,  care  will  continue  to  become  less  satisfactory,  even  though 
there  are  massive  increases  in  cost  and  numbers  of  health  personnel."  1 
Thus,  it  is  probably  that  merely  giving  all  the  nation's  citizens  the 
purchasing  power  to  obtain  health  care,  whether  through  private  or 
social  insurance,  will  not  necessarily  produce  the  desired  result  of 
improving  the  nation's  health. 

DISSATISFACTION  WITH  HEALTH  DELIVERY 

A  substantial  proportion  of  families  of  middle  income,  and  at  least 
some  with  high  income,  are  discontented  with  existing  health  delivery 
arrangements.  This  source  of  dissatisfaction  may  be  more  important 
politically  as  a  motivating  force  for  national  health  insurance  than  the 
often  militant  frustration  of  the  poor  about  health  delivery.  If  the 
nonpoor  population  were  satisfied  with  its  health-care  arrangements, 
even  a  social  conscience  about  health  delivery  for  the  poor  would  be 
unlikely  to  foster  a  national  health  insurance  program.  Instead,  such  a 
conscience  would  perhaps  lead  solely  to  changes  in  programs  only  for 
the  poor — e.g.,  Medicaid.  In  fact,  however,  the  nonpoor  are  irritated 
about  more  than  the  problems  of  the  poor  and  health  care  costs  in 
general.  The  fragmented  organization  of  health  delivery,  including  the 
array  of  specialists  with  no  apparent  linkages,  delays  experienced  in 
receiving  care  and  problems  in  obtaining  primary  care,  seem  to  be 
perceived  by  an  increasing  proportion  of  the  populace  as  evidence  of  a 
self-serving  and  nonconsumer-oriented  system.  Although  rising  costs 
are  probably  the  principal  motivation  for  some  kind  of  national  health 
insurance,  dissatisfaction  with  health  delivery  could  be  the  ultimate 
force  that  determines  the  specific  type  of  national  health  insurance 
that  will  be  enacted. 

LIMITATIONS  OF  PRIVATE  INSURANCE 

At  present,  private  insurance  covers  almost  90  percent  of  the  civilian 
population  under  65  years  of  age  and  pays  for  approximately  one 
third  of  the  health  expenditures  of  those  covered.  Although  insurance 
companies  and  Blue  Cross-Blue  Shield  plans  offer  more  liberal  benefits, 
group  and  individual  purchasers  have  been  unwilling  to  provide  the 
additional  premiums  necessary  for    any  major    improvement  in 
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coverage.  The  result  has  been  a  growing  assertion  that  private  coverage 
is  unable  to  meet  the  country's  health  care  financing  needs,  at  least 
under  current  conditions. 

A  caveat  must  be  injected — namely,  that  insurance  in  itself,  even 
if  mandated  on  a  national  scale,  is  incapable  of  resolving  certain 
health  care  problems.  The  manpower  shortage  in  some  health  profes- 
sions and  the  thin  distribution  of  health  personnel  in  low-income  urban 
areas  and  rural  communities  presumably  are  among  the  difficulties 
that  will  have  to  be  largely  resolved  independently  of  the  health 
financing  system. 

Criteria  for  Evaluating  National  Health  Insurance  Proposals 

A  national  health  insurance  program  should  measure  up  to  a 
demanding  set  of  standards.  An  evaluation  of  each  proposal  with  the 
use  of  rigorous  standards  will  indicate  the  fallacy  in  the  assumption 
of  a  surprising  number  of  people  that  "national  health  insurance  is 
national  health  insurance" — i.e.,  that  there  are  no  important  differ- 
ences among  the  proposals.  This  type  of  shibboleth  has  led  some 
observers  to  regard  any  national  health  insuance  scheme  as  tanta- 
mount to  socialized  medicine,  whereas,  at  the  other  extreme,  some 
have  believed  that  national  health  insurance  will  have  little  more 
implication  than  increased  prices  as  a  consequence  of  more  money 
being  pumped  into  an  antiquated  delivery  system.  Both  these  views 
are  highly  imprecise. 

FINANCIAL  ACCESSIBILITY 

A  national  health  insurance  program  should  asssure  that  adequate 
health  care  is  within  the  financial  reach  of  all  Americans.  This  does  not 
imply  that  every  type  of  health  care  should  be  paid  in  full  for  all 
citizens  by  the  insurance  scheme.  Indeed,  the  criterion  could  be  met 
even  if  the  more  affluent  incur  rather  extensive  out-of-pocket  expenses. 
The  standard  does  imply,  however,  that  those  who  are  poor  will  incur 
either  no  personal  expense  or,  at  the  most,  minimal  personal  expense 
for  most  services.  That  is,  those  below  the  poverty  level  should  not  be 
expected  to  participate  in  the  premiums  or  taxes  that  provide  the  basic 
financing  for  the  program,  and,  also,  they  should  not  have  financial 
obstacles  to  receiving  covered  care,  such  as  through  extensive  deduct- 
ibles and  coinsurance  provisions.* 

The  term  "adequate  care"  specified  in  the  financial  accessibility 
criterion  should  be  interpreted  narrowly  at  first,  and  broadened  over 
time.  In  other  words,  the  standard  does  not  imply  that  every  con- 
ceivable type  of  health  care  should  be  paid  for  immediately  under  the 
program.  At  the  same  time,  more  than  an  insubstantial  pioportion  of 
total  health  expenditures  should  be  paid  under  the  system  as  soon  as  it 
is  implemented.  The  major  inadequacy  in  current  private  health  insur- 
ance coverage  is  that  such  coverage  pays  for  only  approximately  one 
third  of  total  health  expenditures.  Private  insurance,  Medicare  and 
Medicaid  cover  nearly  all  the  population;  the  problem  is  not  the 
availability  of  some  coverage,  but  rather,  the  availability  of  adequate 
coverage. 

Adequacy,  even  in  the  narrow  sense,  seems  to  imply  benefits  cov- 
ering at  least  50  per  cent  of  medical  expenditures  initially,  increas- 


*  Coinsurance  provisions  stipulate  that  an  insurance  program  will  pay  a  designated  poroprtion  (e.g.,  7 
or  80  per  cent)  of  covered  health  care  expenses,  and  the  remainder  is  to  be  paid  by  the  patient. 
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ing  over  the  years  to  a  point  where  at  least  80  per  cent  of  average  total 
I  expenditures  would  be  covered  a  decade  after  implementation.  Again, 
the  suggested  percentages  are  averages  and  could  differ  for  various 
income  categories  among  the  population.  Also,  the  percentages  apply 
only  to  benefits  and  do  not  relate  to  the  basic  financing  of  a  national 
health  insurance  program.  That  is,  the  tax  or  premium  arrangements 
for  national  health  insurance  will  necessarily  have  to  impose  a  total 
financial  burden  (tax  or  premium  plus  out-of-pocket  expenditures)  on 
some  population  segments  that  exceeds  20  per  cent  of  average  health 
care  expenditures;  the  money  for  a  program  has  to  be  derived  directly 
or  indirectly  from  one  or  more  population  groupings. 

DELIVERY  ACCEPTABILITY 

The  delivery  arrangements  allowed  and  encouraged  by  national  health 
insurance  must  be  understandable  and  acceptable  to  a  consumer.  A 
national  health  insurance  system  must  do  more  than  remove  financial 
barriers  to  health  care.  If  it  fails  to  do  so,  increased  prices  will  be  the 
paramount  result,  with  little  improvement  in  health.  Many  groups  of 
people,  particularly  those  in  urban  areas,  reside  close  to  medical 
complexes  that  purportedly  have  an  open-door  policy  for  the  delivery 
of  care,  regardless  of  ability  to  pay.  Nevertheless,  there  is  tragic 
evidence  that  such  institutions  have  obstacles,  whether  real  or  imag- 
ined by  the  consumer,  that  preclude  delivery  of  adequate  health  care 
to  large  segments  of  the  nearby  population.  A  national  health  in- 
surance program  cannot  remove  all  psychological  barriers  of  consumers 
toward  specific  health  professionals  and  institutions,  but  such  a 
program  must,  directly  or  indirectly,  be  responsive  to  consumer 
needs  and  desires  regarding  delivery  arrangements. 

The  function  of  a  national  health  insurance  program  thus  goes  far 
beyond  the  obvious  pooling  of  total  program  costs  over  a  wide  popu- 
lation base.  Such  a  program  should  stimulate  the  receipt  of  needed 
care.  That  is,  the  program  should  anticipate  a  health  delivery  system 
that  produces  greater  use  of  all  health  services  by  some  population 
segments  (e.g.,  the  poor),  greater  use  of  some  services  (e.g.,  preventive) 
by  all  population  segments  and  less  use  of  some  services  (e.g.,  in- 
patient hospital  care)  by  most  population  groups. 

It  should  not  be  inferred  that  the  need  for  consumers  to  accept 
and  understand  health  delivery  arrangements  is  concerned  solely  or 
even  primarily  with  those  who  are  poor.  It  is  a  matter  of  great  con- 
cern, as  well  as  some  irony,  that  the  health  system  is  not  understand- 
able in  its  current  form  to  many  of  those  of  middle  and  high  income ; 
even  among  those  who  are  better  educated,  more  affluent  and  more 
sophisticated,  health  services  are  often  provided  in  a  fragmented  and 
confusing  fashion.  In  short,  the  delivery  arrangements  financed  by  a 
national*  health  insurance  cannot  be  dictated  solely  by  individuals 
and  institutions  providing  care;  neither  should  such  arrangements  be 
dictated  by  a  federal  program  or  agency. 

It  appears  that  consumer  understanding  of  deliver}^  arrangements, 
and  the  feeling  of  assurance  that  adequate  care  is  available  under 
national  health  insurance,  will  necessitate  the  delivery  of  the  bulk  of  the 
care  for  an  individual  through  one  organization.  That  is,  consumer 
understanding  will  be  enhanced  materially,  and  there  may  be  economic 
advantages  as  well,  if  the  consumer  can  select  an  organization  through 
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which  he  wiJ]  receive  most,  if  not  all,  services  financed  through  the 
national  program. 

COST  EFFICIENCY 

A  national  health  insurance  program  must  directly  encourage  consumer 
use  oj  delivery  arrangements  that  will  make  the  most  efficient  use  of  funds 
flowing  through  the  program.  Efficiency  in  this  context  is  related  to  the 
reduction,  if  not  elimination,  in  the  unnecessary  use  of  health  services, 
as  well  as  to  the  constraint  of  unit  costs  to  the  maximum  extent 
possible.  Efficiency  also  necessitates  maximum  use  of  preventive 
health  services.  The  primary  implication  of  this  criterion  is  that  health 
care  professionals  and  institutions,  particularly  physicians  and 
hospitals,  must  be  made  more  accountable  for  the  efficient  use  of  funds 
as  a  consequence  of  the  national  health  insurance  program.  This  is 
one  of  the  most  difficult  criteria  to  meet,  particular! y  under  the 
American  system  of  economic  and  social  activity.  (Interestingly 
enough,  cost  efficiency  is  not  necessarily  inherent  even  in  socialized 
medicine:  the  French  system,  for  example,  is  experiencing  substantial 
cost  escalation  in  part  because  health  professionals  are  not  accountable 
for  the  use  of  health  services.) 

The  means  of  assuring  accountability  appear  to  lie  in  the  program 
requirement,  inposed  directly  or  indirectly,  that  physicians  and 
hospitals  benefit  financially  if  efficient  use  is  made  of  services  by 
consumers  who  utilize  them  as  the  main  source  of  care  and,  alternately, 
that  physicians  and  hospitals  be  adversely  affected  financially  if  efficient 
use  is  not  made  of  services.  If  a  physican's  income  is  not  reduced  when 
he  allows  unnecessary  inhospital  use  by  his  patients,  there  can  be  no 
assurance  that  funds  will  be  spent  more  wisely  under  national  health 
insurance  than  they  have  under  the  current  system. 

Although  it  may  be  difficult  for  some  professionals,  particularly 
certain  physicians,  to  accept  the  change,  it  seems  self-evident  that 
national  health  insurance  must,  over  time,  bring  about  an  alteration 
in  the  methods  of  payment  for  health  services.  Specifically,  a  program 
must  assure  the  movement  toward  at  least  partial  capitation  payment 
for  services.  Moreover,  the  capitation  approach  must  not  be  applied 
separately  to  physicians'  services  and  hospital  services,  but,  rather, 
a  single  capitation  to  the  responsible  organization.  How  the  organiza- 
tion chooses  to  disperse  the  capitation  funds  among  physicians,  hos- 
pitals, etc.,  need  not  be  a  matter  of  concern  to  the  program. 

The  move  toward  capitation  should  not  be  mandated  initially. 
In  fact,  an  immediate  requirement  of  capitation  could  be  disastrous, 
for  it  probably  would  produce  a  rebellion  among  physicians  of  such 
magnitude  as  to  impair  both  a  national  health  insurance  program 
and  the  delivery  of  all  health  care  in  the  United  States.  Rather, 
national  health  insurance  must  assure  an  orderly  movement,  probably 
over  a  period  of  several  years,  to  a  point  where  capitation  exists  as 
the  major  method  of  pajmient  for  covered  hospital  and  physicians' 
services. 

The  cost  efficiency  criterion  does  not  necessarily  imply  that  all 
types  of  health  services  must  be  procured  under  a  single  capitation 
approach.  There  is  insufficient  evidence,  for  instance,  that  dental 
services  should  be  included  under  the  single  capitation  fee.  (Dentists 
control  primarily  the  use  of  only  their  own  services  and,  unlike 
physicians,  control  very  little  use  of  hospital  services.)  The  same 
limitation  may  apply  to  other  services. 
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The  cost  efficiency  criterion  necessitates  that  the  impact  of  a 
national  health  insurance  program  must  extend  beyond  a  mere 
attempt  to  influence  the  use  of  services  through  the  benefits  provided. 
A  major  case  in  point  is  that  of  benefits  for  ambulatory  care.  Although 
ambulatory  services  should  be  highly  encouraged  through  national 
health  insurance,  for  such  use  presumably  could  have  a  salient  in- 
fluence on  health  through  preventive  care  measures,  the  subtle  impli- 
cations of  benefit  structures  cannot  be  ignored.  Simply  providing 
insurance  benefits  for  ambulatory  care  (e.g.,  outpatient  diagnostic 
services),  for  instance,  may  not  reduce  unnecessary  hospitalization, 
although  many  critics  of  private  health  insurance  have  long  main- 
tained to  the  contrary.  The  most  recent  major  study  of  this  problem 
suggests  that  inpatient  hospital  use  may  actually  increase  when 
outpatient  diagnostic  services  are  provided  under  the  current  delivery 
system.2  In  other  words,  national  health  insurance  must  exert  a  more 
direct  influence  on  the  orientation  of  the  delivery  system  that  would 
be  provided  just  through  the  benefit  structure  for  the  program. 

PHASED  IMPLEMENTATION 

Two  of  the  aforementioned  criteria — delivery  acceptability  and 
cost  efficiency — imply  a  requirement  for  national  health  insurance  to 
reorient  over  a  period  of  years  certain  aspects  of  the  health  delivery 
system.  In  this  regard,  it  is  obvious  that  the  people  and  institutions 
in  the  existing  health  system  cannot  be  ignored.  The  bulk  of  those  in 
the  current  health  community  must  be  envisioned  as  participants  in 
delivering  care  under  national  health  insurance,  and  the  changes  in 
the  delivery  system  made  thereunder  must  be  sufficiently  gradual  to 
avert  massive  opposition  and  organizational  chaos.  Nevertheless, 
the  adjustment  in  delivery  arrangements  must  proceed  in  a  deliberate 
fashion,  and  not  be  extended  unduly. 

It  is  equally  apparent  that  the  benefit  structure  at  the  point  of 
implementation  of  national  health  insurance  must  be  realistic  in 
relation  to  the  capacity  of  the  system  to  deliver  care  while  it  is  in 
the  process  of  reorganization.  In  the  light  of  these  various  needs  for 
a  phased  implementation  of  national  health  insurance,  it  seems 
appropriate  to  envision  a  total  implementation  period  of  approxi- 
mately a  decade  before  benefits  totaling  an  average  of  80  per  cent  of 
health  care  expenditures  are  provided. 

MINIMIZATION  OF  GOVERNMENTAL  REGULATIONS 

A  national  health  insurance  program  should  stimulate  accountability 
and  self-regulation  by  the  financing  and  delivery  system  and  should 
minimize  the  need  for  extensive  governmental  regulation.  Although  certain 
types  of  governmental  supervision  will  always  be  necessary,  probably 
including  specifications  regarding  quality  of  care  and  general  cost 
surveillance,  the  arrangements  precipitated  through  national  health 
insurance  should  reduce,  if  not  remove,  the  need  for  extensive  govern- 
mental regulation.  Thus,  the  regulation,  for  example,  of  physicians 
fees'  and  hospital  costs  (or  charges),  including  limits  on  depreciation 
allowances,  annual  rates  of  increase  of  fees,  etc.,  should  be  unnecessary 
when  the  program  is  fully  implemented.  Such  regulations  often  are 
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arbitrary  *  and  tend  to  force  the  health  delivery  system  into  a  mold 
based  on  the  existing  system,  instead  of  encouraging  experimentation 
that  may  deliver  better  health  care  for  lower  cost.  The  prime  govern- 
mental considerations  under  national  health  insurance  should  be  the 
quality,  quantity  and  availability  of  care  and  the  per  capita  price  paid. 

The  goal  of  minimizing  governmental  regulation  will  be  within  reach 
when  consumers  have  the  choice  of  obtaining  the  services,  financed  by 
national  health  insurance,  through  one  of  several  delivery  organiza- 
tions. Competition  among  these  organizations,  one  type  of  which  has 
been  labeled  "health-maintenance  organization"  in  a  recently  proposed 
change  to  Medicare  and  Medicaid,  will  stimulate  organizational 
accountability  for  covered  services.  Financial  arrangements  within 
each  organization,  including  hospital  costs  and  physicians'  compensa- 
tion, will  no  longer  need  to  be  areas  of  direct  regulatory  concern. 
Consumer  choice  of  delivery  organization,  coupled  with  capitation 
payment,  will  work  toward  a  self -regulated  delivery  system. 

CONSUMER  PARTICIPATION  IN  COST 

The  bulk  of  those  covered  by  national  health  insurance  should  partici- 
pate in  paying  for  their  services  to  the  extent  necessary  to  encourage  their 
responsible  use  of  services  and  to  minimize  the  administrative  costs 
associated  with  obtaining  health  care.  Although  those  below  the  poverty 
threshold  should  not  be  expected  to  assist  in  the  basic  financing  of  the 
program  and  should  not  be  burdened  to  any  appreciable  extent  through 
coinsurance  provisions,  more  affluent  members  of  society  should 
participate  both  in  the  premium  or  taxation  financing  and  through 
coinsurance  provisions. 

Consumer  participation  in  the  basic  financing,  whether  through  a 
premium  or  taxation  approach,  will  to  the  funds  available  for  health 
care,  inasmuch  as  employers  cannot  be  expected  to  pay  all  the  cost  for 
those  in  the  labor  force  and  their  dependents.  Emploj^ers  mil  balk  at 
major  increases  in  expenditures  above  the  premiums  (for  private  insur- 
ance) and  taxes  (for  Medicare)  that  they  are  now  paying,  and  emplo}^er 
lobbies  may  be  able  to  compress,  if  not  to  scuttle,  a  national  health 
insurance  proposal  if  the  employer  is  expected  to  bear  the  full  burden. 

Consumer  participation  in  the  financing  also  allays  the  impression 
of  some  consumers  that  the  program  in  effect  costs  them  nothing. 
Nevertheless,  the  inclusion  of  the  poor  in  a  program  of  national  health 
insurance — which,  of  course,  is  one  of  the  desirable  aspects  of  such  a 
program  unless  major  revisions  are  made  if  the  current  Medicaid  pro- 
gram— should  dictate  that  a  portion  (at  least  one  third)  of  the  basic 
financing  be  obtained  through  progressive  taxation  at  the  federal  level. 
That  is,  those  with  higher  incomes  should  provide  more  of  the  subsidy 
for  the  poor  and  also  for  those  who  are  high  users  of  health  services. 

At  the  same  time,  general  tax  revenues  should  not  be  the  sole  or  the 
principal  financing  for  national  health  insurance,  for  this  system  would 
subject  the  program  unnecessarily  to  the  vicissitudes  of  legislative 
pressures.  In  years  when  other  needs  were  considered  to  be  pressing  by 
the  Congress,  the  health  program  could  be  constricted  severely  if  fed- 
eral funds  were  the  primary  financial  support. 

*  A  pertinent  example  is  the  limitations  of  physicians'  fees  at  the  75th  percentile  under  Medicare  and 
Medicaid.  This  limit  carries  the  presumption  that  there  is  effective  fee  control  when,  in  fact,  the  limit  may 
well  encourage  fee  escalation  in  two  manners:  all  physians  may  be  encouraged  to  increase  their  fees  to  raise 
the  absolute  fee  level  found  at  the  75th  percentile,  and  the  three  fourths  of  the  profession  with  fees  below  the 
limit  are  encouraged  to  increase  their  fees  to  the  maximum  allowed. 
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The  benefit  structures  for  national  health  insurance  should  minimize 
the  use  of  deductibles,  which  tend  to  be  barriers  to  the  receipt  of  care. 
Although  a  deductible  is  sometimes  considered  to  reduce  the  cost  of  an 
insurance  program,  the  administrative  expenses  necessary  to  provide 
effective  claims  handling  with  a  deductible  are  so  substantial  that  a 
large  deductible  is  often  necessary  to  realize  definite  cost  savings. 
Although  some  may  argue  that  the  deductible  imposes  constraints 
upon  physicians  in  their  fee  increases  and  their  ordering  of  health 
services,  presumable  because  they  know  the  patient  is  bearing  part  of 
all  of  the  cost,  little  evidence  supports  this  contention.  It  seems  likely 
that  physicians  will  be  almost  as  inclined  to  order  the  use  of  inpatient 
services  for  reasons  of  convenience  and  to  reduce  professional-liability 
possibilities,  regardless  of  whether  patients  have  deductible  coverage. 
The  major  exception  to  this  assumption  would  probably  be  in  connec- 
tion with  patients  below  the  poverty  level,  but  a  major  program 
(Medicaid)  has  already  been  instituted  for  this  group,  and  it  seems 
unlikely  that  there  would  be  general  or  Congressional  support  for  a 
reduction  in  the  benefits  for  the  poor  through  the  use  of  deductibles. 

Consumer  cost  participation  has  more  positive  advantages  with  less 
deleterious  results  if  coinsurance  is  used  in  place  of  a  deductible.  If 
the  nonpoor  consumer  bears  a  certain  proportion,  such  as  15  or  20 
percent  of  the  direct  cost  of  the  service,  he  has  substantial  incentives 
for  not  making  unnecessary  use  of  health  services.  Furthermore,  the 
administrative  costs  for  handling  coinsurance  are  appreciably  less 
than  those  associated  with  the  deductible.  Then,  too,  the  consumer  is 
more  likely  to  accept  coinsurance,  particularly  since  most  covered 
costs  are  paid  through  the  insurance  program,  rather  than  to  accept  a 
deductible,  which  could  be  viewed  as  a  serious  financial  obstacle  to 
care. 

QUALITY  OF  CARE 

The  national  health  insurance  program  should  impose  requirements 
that  high-quality  care,  judged  by  professional  and  consumer  standards, 
is  being  provided.  A  criterion  concerning  quality  of  care  is  easier  to  state 
in  general  than  it  is  to  specify  in  particular,  and  it  is  even  more  difficult 
to  administer.  This  ensues  in  part  as  a  consequence  of  meager  profes- 
sional notions  concerning  the  quality  criteria  and  because  consumers 
tend  to  be  even  less  discerning  than  professionals  in  this  regard. 
Nevertheless,  the  program  should  specify  an  increasingly  rigorous 
surveillance  of  quality,  with  at  least  the  basic  guidelines  for  sur- 
veillance being  set  forth  at  the  federal  level  of  government. 

No  program  of  national  health  insurance  should  rely  on  the  concept 
of  caveat  emptor.  A  program  should  anticipate  means  for  monitoring 
the  quality  of  care,  and  it  should  not  be  expected  that  consumers  will 
continue  to  defer  completely  to  prof ession ally  set  standards.  Consumer- 
standards  regarding  waiting  periods  for  physician  office  visits,  avail- 
ability of  night-time  care,  etc.,  might  be  expected  to  be  included  as 
realistic  standards  of  quality.  At  the  same  time,  any  reviews  of  diag- 
noses, treatment  methods  etc.,  should  continue  to  be  the  purview  of 
professional  (not  consumer)  review. 
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Second  of  Two  Parts* 

Abstract:  Although  most  proposals  for  national  health  insurance  meet  the 
criteria  of  financial  accessibility  and  consumer  participation  in  cost,  few  measured 
up  to  criteria  for  delivery  acceptability,  cost  efficiency  and  minimization  of  govern- 
mental regulation.  Tax-credit  and  catastrophic-coverage  proposals  are  deficient 
in  their  failure  to  stimulate  strongly  changes  in  the  health-delivery  system;  pro- 
posals incorporating  a  comprehensive  health  system  are  deficient  for  the  opposite 
reason — namely,  control  over  health  delivery  would  probably  be  centralized  to  an 
extent  that  would  preclude  consumer  choice.  Capitation  payment  for  a  combina- 
tion of  hospital  and  physicians'  services  financed  through  national  health  insurance 
should  be  achieved  for  the  bulk  of  the  population  within  a  10-year  period,  and,  in 
addition,  every  citizen  should  be  given  the  freedom  to  choose  from  among  compet- 
ing delivery  arrangements. 

Nature  and  Implications  of  Current  Proposals 

Current  proposals  for  national  health  insurance  include  provisions 
pertaining  to  eligibility,  benefits,  allowable  delivery  arrangements  and 
regulation.  (The  features  of  eight  current  proposals  are  summarized 
in  Table  1.)  The  proposals  are  grouped  herein  for  purposes  of  evalua- 
tion by  their  over-riding  characteristics.  The  general  groupings  include : 
incentive-voluntary  purchase  private  coverage;  mandatory  private 
coverage;  catastrophic  coverage;  expanded  Medicare;  and  govern- 
mental system  proposals.  Each  broad  type  of  proposal  is  analyzed  to 
determine  the  extent  to  which  it  seems  to  meet  the  criteria,  defined  in 
the  first  part  of  this  article:  financial  accessibility,  delivery  accepta- 
bility, cost  efficiency,  phased  implementation,  minimization  of  govern- 
mental regulation,  consumer  participation  in  cost,  and  quality  of  care. 

incentive-voluntary  purchase  private  coverage 

In  certain  current  proposals,  one  of  two  types  of  incentives  is  used 
to  stimulate  the  voluntary  purchase  of  private  health  insurance.  One 
type  is  tax  related,  whereas  the  other  is  benefits  related  (i.e.,  those 
who  purchase  appropriate  coverage  become  entitled  to  additional 
coverage  financed  through  the  government). 

The  tax  incentive  proposals  include  those  of  the  American  Medical 
Association  (AMA)  and  the  Health  Insurance  Association  of  America 
(HIAA).  These  would  give  employers  or  consumers  who  purchase 
"acceptable"  private  health  insurance  either  a  credit  against  their 
federal  income  tax  or  a  deduction  from  their  income  subject  to  federal 
tax.  Acceptable  insurance  includes  specified  minimum  benefits. 

In  the  AMA  Medicredit  proposal,  the  credit  against  the  income  tax 
would  be  a  portion  of  the  premium  paid,  such  credit  varying  inversely 
with  individuals  or  family  personal  income-tax  level.  Families  with  a 
federal  tax  liability  of  $1,300  or  more  would  be  allowed  a  credit  of  only 
10  percent  of  the  premium,  whereas  those  with  a  tax  of  $300  or  less 
would  have  a  credit  for  the  entire  premium. 

The  HIAA  proposal  would  give  either  employers  or  individuals  who 
purchased  acceptable  health  coverage  a  100  percent  deduction  from 
taxable  income.  (Employers  currently  are  allowed  a  100  percent  de- 

*Eilers,  Robert  D.  In  New  England  journal  of  medicine,  v.  284,  Apr.  22,  1971:  945-954.  Reprinted  by 
permission. 

Presented  in  part  at  the  annual  meeting  of  the  American  Sociological  Association,  Washington,  D.C., 
September  3,  1970  (address  reprint  requests  to  Dr.  Eilers  at  the  Leonard  Davis  Institute  of  Health  Eco- 
nomics, W-136  Dietrich  Hall,  University  of  Pennsylvania,  Philadelphia,  Pa.  19104). 
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duction  for  any  health  insurance  purchased  for  their  employees,  and 
individuals  are  allowed  a  50  percent  deduction ;  under  the  HIAA  pro- 
posal, the  employer's  or  individual's  deductions  would  be  reduced  to 
50  percent  of  the  premium  if  coverage  were  not  at  least  equivalent  to 
the  stipulated  minimum  levels.) 

Ameriplan,  an  incentive-type  proposal  of  the  American  Hospital 
Association,  uses  a  benefit  incentive  rather  than  a  tax  incentive.  This 
plan  specifies  that  only  those  who  purchase  basic  benefit  coverage 
through  a  group-practive  prepayment  plan  1  will  be  eligible  for  gov- 
ernmentally  financed  catastrophic  coverage.  Catastrophic  coverage 
under  Ameriplan,  is  financed  for  all  but  the  poor  through  a  Social 
Security  tax  on  employers  and  employees.  Thus,  even  though  a  per- 
son in  the  labor  force  must  help  finance  the  catastrophic  program,  he 
obtains  catastrophic  coverage  only  if  he  enrolls  for  basic  health  bene- 
fits with  a  health-care  corporation.  Nonpoor,  nonelderly  persons  would 
pay  for  their  basic  coverage  personally  or  through  an  employer  plan. 
Basic  coverage  for  the  elderly  would  be  paid  through  the  Social 
Security  tax,  but  the  elderly  would  have  to  enroll  in  a  health  care 
corporation  (for  the  basic  coverage)  to  be  eligible  for  catastrophic 
protection. 

Incentive-type  proposals  for  national  health  insurance  would  give 
persons  below  the  poverty  level  a  federal  certificate  for  national 
health  insurance  to  procure  coverage  from  a  private  insurer  of  their 
choice  at  no  personal  cost.  The  poverty  group  under  the  AMA  pro- 
posal would  include  those  not  paying  any  income  tax,  whereas  HIAA 
proposes  a  threshold  of  $4,000  for  a  family  of  four.  The  American  Hos- 
pital Association  proposal  does  not  define  the  group  considered  to  be 
"poor." 


1  These  plans  are  called  "health-care  corporations"  in  Ameriplan. 
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TABLE  1A.— FEATURES  OF  NATIONAL  HEALTH  INSURANCE  PROPOSALS 
VOLUNTARY  PURCHASE,  INCENTIVE  PRIVATE  COVERAGE 

American  Medical  Health  Insurance  Association         American  Hospital  Association 

Association  proposal  of  America  proposal  proposal 


Summary. 


Eligibility. 


Benefits. 


Organization, 
delivery  and 
reimbursement 
of  providers. 


Income  tax  credits  for  vol- 
untary purchase  of  qual- 
ified private  insurance: 
retains  medicare; 
absorbs  part  of  medic- 
aid; poor  to  be  given 
certificates  for  private 
insurance  financed 
through  general 
revenues. 


U.S.  residents,  except 
medicare  enrollees  and 
members  of  Armed 
Forces. 

To  be  eligible  policy  must 
include  60  days  in  hos- 
pitals and  all  physicians' 
services;  drugs  and 
other  services  on  op- 
tional basis;  $50  in 
hospital  deductible;  20 
percent  copay  by  con- 
sumer on  1st  $500  of 
outpatient  services 
allowed. 


No  change  from  current 
arrangements. 


Financing. 


Administration  


Tax  credit  from  100  per- 
cent of  premium  for 
those  with  income  tax 
of  $300  or  less  graded  to 
10  percent  credit  with 
$1,300  tax  liability  or 
more;  Federal  general 
revenues  used  to  provide 
certificates  for  poor  to 
purchase  coverage. 


Health  Insurance  Advisory 
Board  appointed  by 
President  to  set 
standards  and  regula- 
tions; State  insurance 
departments  determine 
carrier  qualifications, 
approve  rates  and,  if 
desired,  contract  with 
HEW  for  medicaid 
coverage. 


Deduction  from  income  subject 
to  tax  to  employer  groups  and 
individuals  for  voluntary  pur- 
chase of  qualified  private 
insurance;  retains  medicare; 
medicaid  replaced  by  private 
insurance  pool  for  poor  and 
uninsurable;  coverage  for  poor 
paid  70  to  90  percent  by  Fed- 
eral revenues,  and  remainder 
by  State. 


U.S.  residents  except  medicare 
Enrollees  and  members 
of  Armed  forces  (dental  care 
home  care  phased  in  by  age 
groups). 

Minimum  benefits  phased  in  over 
6-year  period;  eventually  to 
include  300  days  in  hospital 
($10  deductible  1st  day  and  $5 
thereafter),  180  days  in  nurs- 
ing home  ($2.50  deductible 
per  day),  surgery,  unlimited 
physicians'  outpatient  ($2 
deductible  per  visit),  home 
care  ($2.50  deductible  per  day), 
health  examinations,  dental 
care  (20  percent  copay  on 
services),  no  deductibles  for 
poor,  and  their  copay  limited 
to  larger  of  $30  or  6  percent 
of  income. 

No  direct  changes  frorr  current 
arrangements;  increased  power 
given  to  comprehensive  planning 
agencies:  Federal  loans  for 
ambulatory  centers;  hospitals 
paid  "prospectively  approved 
(budget-reviewed)  charges"; 
manpower-improvement  pro- 
gram; health-maintenance 
organizations  eligible  to  provide 
coverage. 

Employers  and  individuals  with 
qualified  coverage  receive  100 
percent  deduction  for  income 
tax  (50  percent  if  coverage  not 
qualified);  coverage  for  poor 
(e.g.,  $4,000  or  less  for  family 
of  4)  paid  by  Federal  (70  to  90 
percent)  and  State  governments; 
near-poor  (e.g.,  family  with 
$4,000  to  $6,000)  pay  part 
premium  determined  by 
income. 

State  private  insurance  pool  for 
poor,  near-poor  and  uninsur- 
ables'  coverage:  National 
Advisory  Health  Council 
appointed  by  President  to 
advise  on  funding  priorities, 
etc;  community  planning 
agencies  to  determine  local 
priorities  re  capital  outlays,  etc. 


Replaces  medicare;  absorbs 
medicaid  since  private  insur- 
ance certificates  for  basic  and 
catastrophic  coverage  for  poor 
paid  by  Federal  general  reve- 
nues; catastrophic  coverage  for 
nonpoor  financed  by  social 
security  tax,  as  is  basic  cover- 
age for  elderly;  nonpoor  non- 
elderly  eligible  for  catastrophic 
coverage  only  if  they  have 
purchased  basic  coverage  from 
a  healthcare  corporation. 

U.S.  residents. 


2-benefit  packages— standard 
benefits  include  90  days  in  hos- 
pital, 30  to  90  days  in  nursing 
home,  physicians'  services  (10 
to  20  percent  copay),  drugs, 
home  care;  health-maintenance 
and  catastrophic  package 
includes  all  health  expenditures 
without  limit  or  copay,  but 
subject  to  deductible  deter- 
mined by  family  size,  income 
and  health  expenditures. 


No  direct  changes,  but  seeks  to 
promote  health-maintenance 
organization  by  strong  incen- 
tives; catastrophic  package  only 
available  through  "healthcare 
corps"  and  after  standard 
benefits  delivered  by  same  corp.; 
health-maintenance  organiza- 
tions paid  capitation;  other 
physicians  and  hospitals  paid 
on  prospectively  determined 
basis. 

Individual  or  private  group  pre- 
miums for  standard  package 
for  all  but  aged,  poor  and 
nearpoor;  payroll  taxes  to 
finance  standard  package  for 
aged  and  catastrophic  packages 
for  all  but  poor  and  near-poor; 
Federal  general  revenues  for 
coverage  to  poor  and  near-poor. 


Private  insurers  and  health  care 
corporations  would  issue  cover- 
age and  handle  claims; 
National  Health  Commission 
appointed  by  President  to 
establish  benefit  requirement, 
conditions  of  participation  by 
health  corporations,  etc. 
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TABLE  IB 


Mandatory  purchase, 

private  coverage,  Catastrophic  coverage,  Expanded  medicare,  Javits 

Rockefeller  proposal  Feldstein  proposal  proposal 


Summary. 


Eligibility. 


Benefits. 


Mandatory  private  coverage 
for  employees  and 
dependents;  optional 
coverage  for  self- 
employed  and  unem- 
ployed; retains  medicare 
and  absorbs  part  of 
medicaid. 

All  full-time  and  some 
part-time  employees 
and  dependents,  except 
medicare  enrollees  and 
such  employee  groups 
as  Federal,  maritime  and 
railroad. 

90  days  in  hospital;  all 
physicians'  services 
(subject  to  copay). 


Organization, 
delivery  and 
reimbursement 
of  providers. 


Financing. 


Administration. 


Group-practice  prepayment 
stimulated  by  removal  of 
restrictions  and  granting 
of  tax  exemption;  pre- 
miums of  all  insurers 
subject  to  approval  by 
State  agency;  hospitals 
paid  on  basis  of  efficient 
costs;  physicians  by 
fee-for-service  or  pre- 
payment. 

Employee:  no  payment  if 
less  than  $5,000  income; 
graded  to  35  percent  of 
premium  with  income  of 
$6,000  or  more.  Em- 
ployer: 65  percent  of 
premiums,  but  not  more 
than  4  percent  of  annual 
payroll  (State  pays 
residual). 

State  Health  Insurance 
Corporation,  appointed 
by  Governor,  to  approve 
provider  rates  and  fees, 
premiums  and  cov- 
erages. 


Catastrophic  medical  coverage 
and  postpayment  coverage  for 
entire  population;  retains 
medicare;  abolishes  medicaid. 


U.S.  residents,  probably  exclud- 
ing medicare  enrollees. 


Coverage  against  virtually  all 
medical  expenditures  that 
exceed  annual  family  deducti- 
ble (e.g.,  $300  for  those  with 
incomes  below  $3,000, 10 
percent  of  income  between 
$3,000  and  $8,000  and  $800 
for  higher  incomes);  deductible 
or  coinsurance  might  be 
included;  Government- 
guaranteed  postpayment 
coverage  for  uninsured  health 
expenses. 

No  major  changes  from  current 
arrangements. 


General  revenues;  medicaid  would 
be  eliminated  by  substitution  of 
cash  payment  equal  to  expected 
health  expenditures;  medicare 
would  be  continued,  but  with 
higher  deductibles  and  in- 
creased social  security  pay- 
ments. 


"Insurance  carriers"  mentioned 
in  plan,  but  their  function  is 
not  clear. 


Extends  medicare  to  entire  pop- 
ulation; medicare  benefits  to 
be  expanded;  qualified  em- 
ployer plans  could  be  exempted 
absorb  most  of  medicaid. 


Widowers  over  62,  widows  over 
60  and  disabled  persons  by 
1971;  all  other  residents  by 
1973. 


Current  medicare  benefits; 
phased  addition  of  drugs  for 
long  term  illnesses;  annual 
physical  examinations. 


Employers  with  qualified  plan 
(including  75  percent  employer 
financing  and  employee  ap- 
proval) couid  be  exempt;  pro- 
viders paid  "appropriate  and 
reasonable  charges";  compre- 
hensive plans  paid  either  costs 
or  capitation,  with  incentive 
payment. 


Equal  payments  by  employer, 
employee  and  government;  em- 
ployee contribution  from  0.7 
percent  in  1971  to  3.3  percent 
in  1975,  with  $15,000  earnings 
base. 


Current  medicare  administration 
with  private  insurers  as  fiscal 
intermediaries;  HEW  could  con- 
tract directly  with  comprehen- 
sive plans. 
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TABLE  1C— GOVERNMENTAL  SYSTEM  PROPOSALS 


Committee  for  National  Health 
Griffiths  proposal  Insurance  proposal 


Summary                 Universal  coverage  financed  by  general  revenues  Same  as  Griffiths  proposal. 

and  payroll  taxes;  governmentally  controlled 
health  delivery  system;  abolishes  medicare 
and  medicaid. 

Eligibility                U.S.  residents  (for  dental  benefits,  children  U.S.  residents  (for  dental  benefits,  children  up  to 

under  16).  15  initially  and  then  expanded). 

Benefits                 Unlimited  in-hospital  physicians' services  (latter  Unlimited  in-hospital  and  physicians'  services 

with  $2  deductible  per  visit  up  to  $100  a  year  (except  psychiatric  limit);  inpatient  drugs, 
per  family);  prescription  drugs. 

Organization,           Hospitals  and  physicians  would  contract  with  Group-practice    prepayment    encourged  by 
delivery,  and           regional  agency  (of  Federal  Government);  grants,  loans,  and  service  payments;  National 
reimbursement        hospitals  paid  by  capitation,  budgeted  costs,  Health  Board  would  apportion  funds  to  and 
of  providers.           or  incentive  basis;  physicians  paid  on  per  within  regions;  regional  offices  would  pay  pro- 
capita  (number  of  patients  on  physician's  vider;  hospitals  paid  on  basis  of  approved 
list),  salary,  or  combination;  comprehensive  budgets;  physician  on  salary  or  capitation  paid 
plans  paid  sum  of  per  capita  amounts  plus  5  1st,  with  remaining  funds  allotted  to  fee-for- 
percent  for  expense;  additional  5  percent  for  service  physicians;  resources  development 
peer  review  and  efficiency.  fund  to  assure  availability  of  services. 

Financing...   Employee,  1  percent  of  wages;  employer,  3  per-  Employees  and  self-employed,  25  percent  of  pro- 
cent,  self-employed,  4  percent;  Federal  Gov-  gram  cost  (e.g.,  1.8  percent  on  $15,000); 
ernment,  match  employer  contributions  in  employers,  35  percent;  Federal  general  reve- 
lieu  of  medicaid,  medicare,  etc.  nues,  40  percent. 

Administration          National  Insurance  Board  appointed  by  Presi-  National  Security  Board  appointed  by  President, 

dent,  to  regulate  program  operations;  National  to  establish  policies,  regulations,  and  benefits 

Councils  on  Professions  and  Benefits  to  repre-  control  expenditures,  and  assure  availab  ility  of 

sent  providers  and  consumers;  regional  con-  services;  regional  offices  would  approve  pro- 

sumer  and  professional  committees;  regional  viders,  assess  needs,  and  coordinate  funding, 
administrators  to  contract  with  providers. 


The  HIAA  proposal  distinguishes  a  near-poor  group  (family  income 
of  $4,000  to  $6,000),  who  would  have  to  pay  part  of  the  premium  if 
they  desired  the  minimum  coverage  (e.g.,  $15  per  month  for  family 
with  $5,000  income).  Thus,  the  AM  A  provides  a  stimulus  to  the 
purchase  of  coverage  by  the  near-poor  through  the  tax  credit  vehicle, 
and  the  HIAA  proposal  seeks  to  encourage  purchase  by  the  same 
group  through  a  partial  payment  of  premiums  by  the  government. 

The  tax-incentive  proposals  probably  would  leave  the  current 
financing  and  delivery  arrangements  largely  intact,  with  minimal 
governmental  involvement  in  the  program.  To  the  extent  that  any 
leverage  would  be  exerted  to  change  the  delivery  s}^stem,  it  would 
arise  through  the  possibility,  under  the  HIAA  proposal,  that  large 
employers  would  desire  to  buy  coverage  from  the  least  expensive 
source,  thus  possibly  stimulating  growth  in  new  delivery  arrangements, 
such  as  group-practice  prepayment.  Large  employers  generally  would 
have  greater  incentive  because  the  coverage  that  they  currently 
provide  tends  to  be  greater  than  that  of  smaller  employers.  As  a 
consequence,  large  employers  would  be  able  to  reach  the  minimum 
required  coverage,  and  hence  to  achieve  the  maximum  tax  advantage, 
with  less  additional  outlay  than  smaller  employers.  Labor  pressure 
for  the  smaller  group  to  improve  benefits  would  not  necessarily  be 
intense  if  the  workers  believed  that  benefit  improvement  would 
diminish  the  opportunity  for  higher  cash  wages. 

Tax-incentive  proposals  meet  part  of  the  criterion  of  financial 
accessibility,  assuming  that  the  minimum  required  benefits  include 
substantial  coverage.  There  is  no  assurance,  however,  that  small 
employers  whose  employees  have  low-benefit  coverage,  if  any,  would 
be  willing  to  increase  their  protection  merely  to  obtain  the  maximum 
tax  advantage.  The  additional  premiums  required  in  many  cases 
could  exceed  the  tax  savings  to  be  realized  by  provision  for  minimum 
coverage.  In  other  words,  the  segments  of  the  population  now  with 
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the  most  inadequate  private  coverage  would  have  the  least  incentive 
to  improve  their  coverage. 

At  least  in  the  short  run,  tax-type  proposals  meet  two  criteria, 
minimization  of  governmental  regulation  and  participation  of  the 
consumer  in  cost.  However,  since  the  cost  of  health  care  is  a  substantial 
motivation  for  national  health  insurance,  it  seems  likely  that  tax- 
credit  plans  in  the  long  run  would  stimulate  increased  governmental 
regulation  as  a  result  of  the  failure  of  such  plans  to  deal  with  the  cost 
problem.  Indeed,  proposals  of  this  type  could  contribute  to  a  further 
escalation  of  health  care  costs.  Moreover,  the  proposals  do  not  assure 
quality  of  care  beyond  the  assurance  available  in  the  current  system. 
These  plans  are  particularly  deficient  because  of  failure  to  meet  the 
criteria  of  delivery  acceptability  and  cost  efficiency.2  In  short,  national 
health  insurance  based  solely  on  a  tax-credit  scheme  to  stimulate 
the  purchase  of  private  insurance  would  not  provide  major  incentives 
for  a  reorientation  of  the  health-delivery  system  to  become  more 
efficient  and  accountable,  and  acceptable  to  consumers. 

Under  the  benefits-incentive  approach,  such  as  that  in  the  AHA 
proposal,  the  incentive  to  stimulate  the  acceptance  of  group-practice 
prepayment  seems  to  be  inadequate.  In  essence,  the  leverage  involved 
is  to  deny  the  nonpoor  and  nonelderly  access  to  catastrophic  coverage 
unless  they  procure  a  minimum  level  of  benefits  from  a  group-practice 
prepayment  plan.  This  approach  assumes  that  there  is  substantial 
public  desire  for  catastrophic  coverage.  Some  of  those  currently  with 
individual  or  group  coverage  having  substantial  health  benefits  prob- 
ably would  sign  up  with  a  prepayment  plan.  Groups  with  scanty 
coverage,  however,  would  have  to  pay  substantially  expanded  pre- 
miums for  their  basic  coverage  before  being  eligible  for  the  cata- 
strophic benefits,  and  it  seems  unlikely  that  they  would  be  willing  to 
do  so.  At  the  same  time,  there  is  little  reason  to  think  that  labor 
pressure  could  force  employers  with  meager  benefits  to  increase  their 
premium  outlays.  Nor  would  group  members  probably  be  willing 
individually  to  pay  the  extra  premiums  necessan'  for  basic  coverage 
to  reach  the  required  minimum  level.  Thus,  it  is  questionable  whether 
a  benefits-incentive  plan,  like  its  tax-incentive  counterpart,  would 
meet  the  standard  of  financial  accessibilit}".  Aside  from  the  possibility 
of  exerting  pressure  for  changes  in  the  delivery  s}^stem  somewhat 
greater  than  that  of  tax-incentive  proposals,  the  benefits-incentive 
approach  seems  similar  to  the  tax-type  proposals  as  far  as  meeting 
the  proposed  criteria.  A  principal  concern  regarding  the  American 
Hospital  Association  proposal  is  that  it  Avould  deter  consumers  from 
having  a  choice  among  delivery  organizations,  and  thus  would  not 
have  delivery  acceptability.  This  concern  arises  because  of  the  Ameri- 
plan  provision  that  a  state  commission  would  "define  the  population 
group  to  be  served  by  each"  group-practice  prepayment  plan.  In 
other  words,  it  is  not  anticipated  that  delivery  organizations  would 
compete  with  one  another. 

2  The  American  Medical  Association  proposal  includes  the  establishment  of  a  Health  Insurance  Advisory 
Board,  which,  among  other  duties,  would  be  expected  to  develop  programs  for  maintaining  quality  of  care 
and  the  effective  utilization  of  available  health  manpower  and  facilities.  The  HIAA  proposal  would  increase 
federal  subsidies  for  ambulatory -care  facilities,  give  greater  control  to  area-wide  planning  agencies,  strengthen 
utilization  review  and  reimburse  hospitals  for  care  provided  under  federal  programs  on  a  basis  of  prospective 
charges. 
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MANDATORY  PRIVATE  COVERAGE 

Certain  proposals,  notably  that  of  Governor  Nelson  Rockefeller 
and  a  now  discarded  proposal  of  the  Aetna  Life  Insurance  Company, 
would  require  the  purchase  of  at  least  a  minimum  amount  of  private 
insurance  for  specified  categories  of  persons.  Under  the  Rockefeller 
approach,  all  full-time  employees  (as  well  as  self-employed  persons  who 
have  employees)  and  dependents  in  the  state  of  New  York  would  have 
compulsory  private  insurance  financed  through  employer-employee 
contributions.  Employees  earning  less  than  $5,000  would  be  exempt 
from  contributing,  and  those  earning  $6,000  or  more  would  pay  35 
per  cent  of  the  cost.  If  an  employer's  contribution  exceeded  4  per  cent 
of  payroll,  the  excess  above  this  amount  would  be  paid  by  the  state. 
Medicaid  and  public-assistance  recipients  would  have  coverage  pur- 
chased for  them  through  the  state,  and  Medicare  would  be  retained  in 
its  present  form.  A  state  corporation  would  control  hospital  rates, 
physicians'  fees  or  reimbursement  levels,  and  insurance  premiums  and 
benefits. 

If  the  Rockefeller  plan  were  nationwide  in  scope,  and  not  handled 
on  an  individual  state  basis,  it  would  meet  the  fmancial-accessibility 
criterion.  State-by-state  development  of  even  compulsory  coverage, 
however,  would  be  a  totally  unacceptable  approach.  As  the  current 
Medicaid  experience  indicates,  eligibility  requirements  and  benefit 
levels  under  state  health  plans  are  often  cut  back  by  state  legislatures 
faced  with  budgetary  problems.  Thus,  there  could  be  no  assurance 
of  financial  accessibility  under  individual  state  plans. 

The  compulsory  private-coverage  proposals  tend  to  meet  the 
standard  of  consumer  participation  in  cost.  Also,  alternatives  to  the 
present  approach  in  the  delivery  of  health  care  could  be  possible  under 
the  Rockefeller  approach  if  it  were  instituted  on  a  national  basis.  When 
employers  were  required  to  provide  a  major  portion  of  the  funding  for  a 
specified  level  of  benefits  to  be  purchased  from  private  insurers,  their 
interest  in  delivery  arrangements  would  be  much  greater  than  cur- 
rently, since  their  negotiations  with  organized  labor  generally  at 
present  are  not  for  benefits  but  for  dollar  amounts  to  be  spent  for 
health  coverage.  Under  the  approach  now  prevailing,  employers  often 
have  insufficient  incentive  to  shop  for  the  most  efficient  delivery- 
financing  system.  If  employers  were  required  to  buy  a  package  of 
benefits,  their  interest  in  delivery  efficiency  would  increase,  since  this 
could  result  in  lower  premium  outlays.  Although  labor  opposition 
would  preclude  most  employers  from  dictating  that  employees  use  a 
specific  delivery  organization,  an  efficient  organization  could  be 
preferred  by  employees  if  they  were  allowed  by  their  employer  and 
their  insurance  coverage  to  choose  from  among  at  least  two  delivery 
arrangements.  Organized  labor  would  probably  inform  employees  of 
the  delivery  approach  under  which  they  would  have  the  least  out-of- 
pocket  expenditures  on  the  average. 

There  is  a  difference  in  the  probable  impact  of  proposals  using  a  tax 
incentive  for  private  coverage  and  those  that  anticipate  mandatory 
private  coverage.  Although  large  employer  groups  would  have  the 
most  incentive  to  comply  with  the  minimum-coverage  requirements 
under  the  tax-incentive  approach,  small  employer  groups  would  be 
most  directly  affected  by  a  compulsory  private-coverage  approach. 
Small  employers  would  have  to  make  the  largest  increases  in  their 
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benefits  to  comply  with  the  compulsory  requirement.  Since  phased 
implementation  is  necessary  under  either  the  tax  or  the  compulsory 
approach,  it  appears  that  the  minimum  benefits  under  the  compulsory- 
coverage  approach  would  have  to  be  lower  than  under  the  tax- 
incentive  approach.  That  is,  the  delivery  system  would  not  have  the 
capacity  immediately  to  deliver  services  if  high  minimum  benefits 
were  mandated  under  a  compulsory-coverage  arrangement.  Under  the 
tax-incentive  approach,  the  incentive  for  large  employers  to  stimulate 
changes  in  the  delivery  system  would  be  greater  if  high  minimum 
benefits  were  necessary  to  obtain  the  maximum  tax  advantage. 
Perhaps  the  major  dispute,  then,  between  the  compulsory-coverage 
and  tax-incentive  proponents  is  whether  it  is  better  to  force  small 
employers  to  add  benefits  to  their  coverage  or,  instead,  to  exert 
maximum  pressure  on  large  employers  to  stimulate  changes  in  the 
delivery  system. 

Mandatory  private-coverage  proposals  appear  to  be  too  cautious 
in  corporat  ng  provisions  that  would  seek  to  assure  that  the  health 
system  woiuld  become  more  accountable  and  cost  efficient.  The 
Rockefeller  proposal,  for  instance,  would  eliminate  legal  barriers  for 
group-practice  prepayment  plans,  but  it  offers  no  financial  bonuses 
to  such  organization.  This  helps  to  explain  the  inclusion  in  the  pro- 
posal of  greater  governmental  or  quasi-governmental  regulation  of 
health  care  costs.  Thus,  whereas  the  compulsory  private-coverage 
approach  probably  could  meet  all,  or  almost  all,  the  necessary  criteria, 
the  principal  current  proposal  of  this  type  falls  short  of  the  recom- 
mended standards. 

CATASTROPHIC  COVERAGE 

Some  proponents  of  national  health  insurance  would  institute  a 
program  of  catastrophic  medical  expense  benefits  for  the  entire 
population,  with  such  benefits  to  begin  after  an  individual's  or  a 
family's  out-of-pocket  expenses  for  health  care  reached  a  certain 
level.  These  proposals  are  similar  to  major  medical  policies  now  widely 
sold  by  private  insurers.  Generally,  these  proposals  provide  that  the 
level  of  out-of-pocket  expenses  would  vary  with  the  income  level  of 
participants,  with  a  lower  personal  expense  (or  deductible)  required 
for  those  with  lower  incomes.  The  proposal  of  Professor  Martin 
Feldstein  and  that  of  the  American  Hospital  Association  are  the  only 
catastrophic  proposals  that  have  been  outlined  in  any  detail.3  Feldstein 
suggests  an  annual  deductible  of  $300  for  families  with  incomes  of 
$3,000  or  less,  10  percent  of  income  for  those  between  $3,000  and 
$8,000  and  $800  for  all  above  $8,000  (Professor  Feldstein's  proposal 
proposal  also  includes  arrangements  for  "post-payment  loans,"  a 
concept  developed  earlier  by  Eilers). 

Some  of  the  basic  benefit  proposals  anticipate  benefits  over  the 
long  run  that  would  reach  levels  considered  to  be  of  the  catastrophic 
type — e.g.,  $25,000  per  person.  The  American  Hospital  Association 
plan,  for  example,  adds  catastrophic  benefits  to  a  basic  benefit  plan 
and  thus  differs  in  impact  and  philosophy  from  a  free-standing  cata- 
strophic proposal.  The  discussion  in  this  section  pertains  only  to 
free-standing  catastrophic  benefit  proposals. 


3  An  earlier  catastrophic  proposal  of  the  Aetna  Life  Insurance  Company  has  been  replaced  by  the  HIAA 
plan. 
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The  catastrophic-coverage  proposals  differ  in  their  specification 
of  whether  private  insurers  or  the  federal  government  is  expected  to 
provide  the  coverage.  This  explains,  in  part,  why  plans  of  this  type  are 
included  as  a  separate  category  among  national  health  insurance 
proposals.  More  importantly,  however,  the  catastrophic  approach 
differs  fundamentally  from  the  basic  health  care  benefits  incorporated 
in  other  proposals — i.e.,  the  catastrophic  approach  does  not  seek  to 
pay  for  initial  (or  "primary")  care. 

The  proposals  of  this  type  also  differ  in  their  basic  financing.  Some 
anticipate  an  employer-employee  payroll  tax  (e.g.,  by  increasing  the 
current  Social  Security  tax) ,  and  others  ..contemplate  the  use  of  general 
revenues  from  the  federal  government.  (Professor  Feldstein  has  not 
detailed  the  precise  financing  approach  for  his  plan.) 

A  major  difficulty  of  evaluating  the  catastrophic  approach  is  found 
in  the  varying  benefit  levels  that  have  been  suggested.  A  catastrophic 
plan  with  a  lower  deductible  and  high  aggregate  benefit  limits  ob- 
viously differs  materially  (even  in  concept)  from  a  catastrophic  plan 
with  a  high  deductible.  Nevertheless,  catastrophic  plans  always  in- 
corporate deductibles  that  are  more  than  minimal,  and,  as  such,  the 
plans  generally  pursue  a  markedly  different  approach  for  national 
health  insurance. 

A  program  solely  of  catastrophic  coverage  fails  to  meet  the  criterion 
of  financial  accessibility  since  there  is  no  assurance  that  even  middle- 
income  persons  will  believe  that  care  is  financially  accessible.  The  pro- 
posals also  fail  to  meet  the  cost  efficiency  criterion.  Proposals  of  this 
type  assume  that  health  services  would  be  utilized  efficiently  because 
consumers  have  out-of-pocket  expenses,  and,  hence,  that  patients 
would  be  judicious  in  their  use  of  health  services.  This  contention 
seems  highly  dubious  and  not  necessarily  consistent  with  the  probable 
behavior  of  many  physicians  in  the  ordering  of  services,  particular^ 
in  the  light  of  the  convenience  and  professional  liability  pressures  that 
are  assumed  to  encourage  physicians  to  order  in-hospital  care. 

National  catastrophic  health  insurance  is  concerned  almost  solely 
with  the  financing  of  health  care  and,  as  such,  does  not  precipitate 
changes  in  the  delivery  system.  That  is,  consumers  would  not  have 
alternative  methods  of  delivery  from  which  to  choose.  These  proposals 
have  few,  if  any,  implications  for  change  regarding  quality  of  care, 
since  they  contemplate  a  complete  separation  of  health  financing  and 
health  delivery. 

Proposals  of  this  type  probably  do  not  meet  the  criterion  regarding 
minimization  of  governmental  regulation,  for  expanded  governmental 
intervention  would  probably  be  necessary  to  attempt  to  constrain 
health-care  costs  if  not  also  to  spur  the  development  of  new  delivery 
arrangements.  Although  it  is  appropriate  over  the  long  run  for  the 
benefits  under  national  health  insurance  to  reach  level  a  that  could 
be  termed  catastrophic  coverage,  the  initial  emphasis  should  be  on 
providing  basic  benefits. 

EXTENSION  OF  THE  MEDICARE  PROGRAM 

Some  proposals  would  extend  the  current  Medicare  program  to  all 
age  groups,  using  an  employer-employee  payroll  tax  along  with  federal 
contributions.  Under  the  proposal  of  Senator  Jacob  Javits,  the  program 
would  be  financed  equally  by  employees,  employers  and  the  federal 
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government.  Employees  and  employers  would  contribute  on  a  tax 
base  of  $15,000,  with  a  contribution  by  each  reaching  a  level  of  3.3 
per  cent  by  1975. 

Although  it  is  basically  a  social-insurance  program,  private  insurers 
would  continue  as  fiscal  intermediaries  under  the  Javits  plan.  Em- 
ployers with  acceptable  private  insurance  would  be  exempted,  and 
group-practice  prepayment  plans  would  be  subsidized.  This  possi- 
bility of  supplanting  Medicare  with  private  coverage  is  difficult  to 
evaluate.  Past  examples  of  competition  between  state  health  coverage 
and  private  insurance,  where  employers  were  obligated  to  purchase 
from  one  or  the  other,  often  resulted  in  the  eventual  elimination  of 
the  private-insurance  alternative  either  by  legislative  prohibition  or 
by  disallowance  of  the  competitive  advantages  that  private  insurers 
were  willing  to  offer.  Examples  include  the  mandatory  coverage  of 
temporary  disability  insurance  in  California  and  workmen's  compen- 
sation coverage  in  states  where  state  funds  have  assumed  a  monopolis- 
tic position. 

An  extension  of  Medicare  would  meet  the  financial  accessibility 
criterion,  since  the  Medicare  benefits  are  already  extensive.  Also, 
consumers  would  participate  in  the  cost  of  the  plan  both  through  the 
tax  on  wages  and  through  the  deductible  and  coinsurance  provisions. 
The  basic  financing  would  not  be  a  major  burden  on  the  poor,  even 
though  the  tax  tends  to  be  regressive,4  because  the  tax  rates  would 
be  low  and  would  apply  only  to  those  having  earned  income.  The 
approximately  equal  sharing  of  the  general  financing  among  employees, 
employers  and  the  federal  government  appears  defensible,  in  relation 
to  both  the  current  health-financing  burden  of  employees  and  employ- 
ers and  the  desirability  of  having  at  least  some  of  the  funds  for  national 
health  coverage  obtained  through  progressive  taxation.  (In  some 
cases  the  employer  portion  of  a  payroll  tax  might  be  borne,  in  effect, 
by  employees  in  the  form  of  reduced  wages,  but  this  would  depend 
upon  the  supply-and-demand  conditions  for  particular  types  of 
labor.)  The  Javits  proposal  would  have  a  phased  implementation 
both  in  eligibility  for  coverage  and  in  the  expansion  of  benefits  be- 
yond those  now  available  through  Medicare. 

There  is  no  assurance,  however,  that  an  expansion  of  Medicare 
to  cover  the  entire  population  would  provide  delivery  arrangements 
that  are  acceptable  to  consumers,  nor  would  cost  efficiency  necessarily 
result.  In  addition,  it  appears  that  proposals  of  this  type  would 
necessitate  an  extension  of  the  detailed  type  of  governmental  regu- 
lation of  health  professions  and  institutions  now  emerging  under 
Medicare.  The  Javits  bill  seeks  to  address  itself  indirectly  to  each  of 
these  areas— e.g.,  through  the  encouragement  of  group-practice 
prepayment  plans  and  through  the  exemption  of  employer  plans 
having  the  endorsement  of  employees.  (This  innovative  approach 
would  meet  the  delivery  acceptability  standard  if  consumers  had  a 
choice  of  delivery  organization,  rather  than  just  the  right  of  approval 
of  a  private  insurance  plan  proposed  by  an  employer  desiring  exemp- 
tion from  Medicare  taxation.)  However,  the  basic  raliance  on  a 
Medicare  approach  for  the  delivery  of  care  lessens  the  likelihood  that 
cost  efficiency,  minimization  of  governmental  regulation  and  delivery 
acceptability  could  be  realized  to  the  extent  necessary.  An  expanded 


4  That  is,  a  tax  that  extracts  a  greater  proportion  of  income  from  lower-income  groups  than  from  those 
with  higher  incomes. 
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Medicare  approach  to  national  health  insurance  probably  would 
maintain  much  of  the  status  quo  in  the  delivery  of  health  care,  rather 
than  stimulating  change. 

COMPULSORY  COVERAGE  UNDER  A  PRIMARILY  GOVERNMENTAL  DELIVERY 

SYSTEM 

Certain  proposals  for  national  health  insurance  anticipate  coverage 
of  virtually  all  citizens  under  an  arrangement  whereby  the  govern- 
ment would  be  intimately  involved  in  the  organization  and  adminis- 
tration of  the  health  delivery  system.  The  more  important  proposals 
of  this  type  include  those  of  Representative  Martha  Griffiths  and  the 
Committee  on  National  Health  Insurance,  the  latter  having  been 
incorporated  almost  verbatim  into  the  bill  sponsored  by  Senators 
Kennedy,  Cooper  and  Saxbe.  Whereas  most  other  proposals  are  con- 
cerned principally  with  the  financing  of  health  care,  the  Committee 
on  National  Health  Insurance  and  Griffiths  proposals  contain  detailed 
specifications  concerning  the  planning  and  organization  of  health 
services,  the  relations  among  health-care  institutions  and  professions, 
and  even  the  bases  for  compensating  physicians.  The  Griffiths  bill 
provides  that  medical  groups  (or  individual  physicians)  and  hospitals 
would  contract  with  a  semi-governmental  agency  on  the  regional 
level.  Physicians  generally  would  be  paid  on  a  capitation  or  salary 
basis,  and  hospitalization  would  be  paid  on  a  capitation  approach, 
with  specific  rates  set  b}^  a  national  board. 

Under  the  plan  of  the  Committee  on  National  Health  Insurance 
regional  offices  of  the  federal  government  would  determine  physician 
compensation,  with  preference  in  the  allocation  of  funds  being  given 
to  those  receiving  capitation  and  salary  payments.  Hospitals  would 
be  paid  on  the  basis  of  budgets  intended  to  cover  reasonable  costs. 
Since  the  scope  of  these  proposals  extends  far  beyond  the  normal  con- 
cern of  even  a  social  insurance  program,  the  term  "national  health 
system"  may  be  a  more  apt  description  than  "national  health  insur- 
ance." 

The  major  proposals  of  the  national-health-system  type  would  seek 
to  stimulate  the  establishment  and  use  of  group-practice  prepayment 
plans  through  a  variety  of  means,  including  a  bonus  payment  of  3  to 
5  per  cent  above  the  capitation  rate. 

The  national  health  system  proposals  generally  incorporate  joint 
employer,  employee  and  governmental  financing — with  the  employee 
paying  the  smallest  share.  (The  basic  financing  of  the  Committee  on 
National  Health  Insurance  and  Griffiths  plans  would  be  similar  to 
that  under  the  Javits  plan,  including  the  use  of  a  $15,000  wage  limit 
for  tax-contribution  purposes.)  The  proposals  contemplate  the  direct 
or  indirect  elimination  of  private  insurers,  at  least  as  most  of  them  now 
operate. 

The  national  health-system  proposals,  as  reflected  in  the  two  plans, 
meet  the  criterion  of  financial  accessibility  and  probably  that  of  quality 
of  care,  the  latter  in  part  because  of  extensive  national  and  regional 
arrangements  for  monitoring  the  delivery  of  care.  Consumer  participa- 
tion in  the  basic  financing  and,  with  the  apparent  exception  of  the  plan 
of  the  Committee  on  National  Health  Insurance,  through  coinsurance 
features  appears  to  be  consistent  with  the  consumer  cost-sharing 
criterion.  Then,  too,  the  plans  appear  to  be  sensitive  to  the  needs  for 
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consumer  acceptability  of  delivery  arrangements,  although  it  is  not 
clear  that,  over  time,  they  would  allow  a  diversity  in  the  methods  for 
delivering  health  care. 

These  proposals  generally  would  give  financial  subsidies  to  group- 
practice  prepayment  plans.  It  is  difficult  to  imagine,  nevertheless,  how 
a  system  of  competing  health  delivery  organizations  responsive  to 
consumer  desires  could  develop  if  the  federal  government  were  to 
control  health  care  organization  and  delivery  to  the  extent  set  forth  in 
these  proposals.  With  direct  governmental  control  over  the  internal 
administrative  relations  of  health-delivery  organizations,  it  would  be 
difficult  for  organizations  to  vary  substantially — for  example,  in  rela- 
tion with  physicians  and  hospitals. 

One  cannot  confidently  predict  how  the  health -system  proposals 
would  operate  in  relation  to  cost  effectiveness.  At  least  the  Griffiths 
proposal  seems  to  be  deficient  in  this  regard  by  its  provision  for  sepa- 
rate capitation  (or  salary  to  cost)  payments  to  physicians  and  hospitals, 
thus  eliminating  a  major  opportunity  for  accountability. 

Although  the  current  national-health-system  proposals  mention  a 
gradual  implementation,  it  is  not  certain  that  they  meet  this  criterion. 
The  liberal  benefits  proposed  and,  more  importantly,  the  extensive 
changes  intended  in  the  health  delivery  system  are  not  phased  in,  at 
least  according  to  the  information  currently  provided.  In  addition, 
these  proposals  appear  to  call  for  an  elaborate  network  of  govern- 
mental regulation  rather  than  establishing  a  self-regulating  health 
system  of  the  t}-pe  set  forth  in  the  criteria  for  evaluation.  National- 
health-system  proposals  could  be  expected  to  provoke  the  most 
extensive  opposition  among  the  medical  profession  of  all  types  of 
national  health  insurance  proposals,  as  a  consequence  of  the  dis- 
couragement of  fee-for-service  care  and  as  a  result  of  the  extensive 
governmental  regulation. 

Critique 
criteria 

Adequate  analysis  of  current  proposals  for  national  health  insurance 
is  impeded  because  most  proposals  do  not  contain  definitive  provisions 
in  many  critical  areas.  This  problem  is  emphasized  in  Table  2,  which 
sets  forth  the  extent  to  which  various  types  of  proposals  appear  to 
meet  the  criteria  elaborated  earlier.  Approximately  half  the  blocks  in 
the  grid  contain  question  marks.  Certain  implications  of  proposals 
will  always  entail  conjecture;  a  proposed  change  in  delivery  arrange- 
ments, for  example,  will  necessaruly  involve  unknown  factors.  Never- 
theless, proposals  are  vague  about  features  such  as  the  extent  and  type 
of  governmental  regulation  and  the  phasing-in  process.  These  are 
matters  largely  of  choice  and  could  be  stated  with  considerable 
certainty. 

Analyses  of  national  health  insurance  proposals  should  be  con- 
cerned with  the  criteria  that  have  been  outlined  rather  than  placing 
a  primary  emphasis  on  the  benefit  structures  included  in  each  proposal 
and  on  the  estimates  of  total  cost  if  a  proposal  were  implemented. 
Proposals  incorporating  only  minimal  benefits  can  be  expanded  ma- 
terially by  the  Congress  in  a  short  period  of  years,  and  cost  estimates 
are,  at  best,  ballpark  guesses,  particularly  if  a  proposal  contemplates 
major  long-run  changes  in  delivery  arrangements. 
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TABLE  2— EVALUATION  OF  NATIONAL  HEALTH  INSURANCE  PROPOSALS  IN  RELATION  TO  SUGGESTED  CRITERIA.* 


Criterion 


Tax  and 
benefit 
incentive 
proposals! 


Compulsory 

coverage 

through 

private 

insurers! 


Catastrophic 
coverage! 


Extension  of 
medicare^ 


Complusory 

coverage 

under 

primarily 

governmental 

delivery 

system  1 1 


Financial  accessibility  — ? 


Delivery  acceptability    — 

Cost  efficiency   — 

Phased  implementation  + 

Minimization  of  governmental  regulation.  — ? 

Consumer  participation  in  cost   + 

Quality  of  care    — 


+  (if  nation-  —  +  + 
wide 
adoption) 

+?  -  -?  +? 

7  _  —7  7 

?  NA  +?  - 

?_?_?_ 

+  '  +'  +'  +? 

?  —  — ?  + 


*  +  indicates  criterion  met,  +?  criterion  possibly  met,  — ?  criterion  probably  not  met,  —criterion  not  met,  ?  implications 
not  clear,  NA  criterion  not  applicable  because  of  failu  re  to  meet  other  criteria, 
f  Those  of  AMA,  HIAA  &  American  Hospital  Association. 
t  Rockefeller  proposal. 
§  Feldstein  proposal. 
ITJavits  proposal. 

||  Committee  on  National  Health  Insurance  &  Griffiths  proposals. 

Not  too  surprising^,  financial  accessibility  and  consumer  participa- 
tion in  cost  appear  to  be  the  criteria  most  easily  met  by  current 
proposals.  The  most  dim  cult  criteria  to  meet  are  deliver}?-  accepta- 
bility, cost  efficiency  and  minimization  of  governmental  regulation. 
These  three  criteria  together  imply  the  need  for  diversity  in  delivery 
arrangements. 

GENERIC  APPROACHES  TO  NATIONAL  HEALTH  INSURANCE 

Various  national  health  insurance  proposals  may  be  generically 
categorized  as  follows:  (I)  proposals  that  contemplate  (a)  voluntary 
or  (b)  mandatory  purchase  by  the  bulk  of  the  population  of  private 
health  insurance  with  basic  health  care  benefits — i.e.,  modest  deduct- 
ibles, if  any;  (II)  proposals  that  would  provide  major  medical  ("cata- 
strophic") coverage  for  the  entire  population;  and  (III)  proposals 
that  would  eliminate  private  insurance  and  establish,  instead,  a 
national  health  system  Avith  centralized  control  of  both  the  financing 
and  delivery  arrangements  by  the  federal  government.  Type  1(a) 
proposals  include  those  of  the  AMA,  HIAA  and  American  Hospital 
Association;  Type  1(b)  proposals  Include  that  of  Governor  Rockefeller; 
Professor  Feldstein's  proposal  is  representative  of  Type  II;  and  the 
Griffiths  and  Committee  on  National  Health  Insurance  proposals, 
and  perhaps  that  of  Senator  Javits,  are  of  Type  III.5 

The  deficiency  in  existing  national-health-insurance  proposals  is 
that  they  contemplate  either  little  or  no  change  in,  delivery  arrange- 
ments or,  equally  bad,  they  virtually  mandate  the  specific  nature  of 
health  delivery  arrangements.  Type  1(a)  and  II  proposals  would 
seem  to  have  the  effect  of  perpetuating  the  current,  almost  singular, 
control  by  physicians  over  the  organization  of  the  health  system. 
Conversely,  Type  III  proposals  give  no  assurance  over  the  long  run 
that  consumers  will  have  a  choice  of  delivery  arrangements  among 
organizations  that  are  reasonably  autonomous  of  governmental  con- 
trol and,  at  the  same  time,  competitive  with  one  another  in  a  com- 
munity. 


5  It  is  reported  that  these  three  proposals  will  be  merged. 
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DESIRED  RESULTS 

After  a  national  health  insurance  program  has  been  in  force  for  a 
period,  such  as  10  years,  most  consumers  should  be  able  to  look  to 
a  single  organization  to  provide  a  substantial  part  of  their  health 
services,  and,  in  all  but  small  communities,  it  should  be  anticipated 
that  consumers — or  at  least  consumer  groups — will  have  an  oppor- 
tunity to  select  their  health  care  organization  from  among  more 
than  one  such  organization  in  the  area. 

Competition  among  health  care  organizations  in  a  community 
would  spur  cost  efficiency  and  self-regulation.  With  the  money 
obtained  through  national  health  insurance,  the  more  efficient  organi- 
zations would  be  able  to  provide  additional  benefits  above  the  mini- 
mum benefits  specified  in  the  national  program  (for  else  provide  the 
specified  package  of  benefits  at  lower  cost).  This,  in  itself,  would 
attract  consumers  away  from  less  efficient  delivery  organizations, 
and  thereby  act  as  a  prod  to  such  organizations,  particularly  if  opera- 
tional aspects  of  the  efficient  organizations  were  consistent  with 
consumer  desires.  Moreover,  the  existence  of  several  deliver}'  organi- 
zations in  most  communities  would  provide  physicians,  nurses  and 
other  health  care  professionals  with  alternate  employment  or  affilia- 
tion opportunities,  thereby  removing  a  highly  detrimental  feature 
found  in  monopolistic  or  socialized  health  care  systems. 

Since  consumers  individually  tend  to  be  either  uninformed  and  inar- 
ticulate about  delivery  systems  or,  if  informed,  without  much  power 
to  influence  system  arrangements,  the  starting  point  for  expressing 
consumer  desires  must  necessarily  be  consumer  groups.  These  include 
union  or  employer-employee  groups.  Once  those  in  the  labor  force 
and  their  dependents  are  in  a  position  to  express  choices  of  delivery 
arrangements,  there  will  be  much  greater  assurance  that  a  diversity 
among  delivery  organizations  will  arise.  This  would  seem  to  be  even 
more  likely  if  employers  were  involved  in  a  Type  1(b)  plan — i.e., 
a  compulsory  program  of  private  coverage. 

It  may  seem  peculiar  to  develop  a  national  health  insurance  scheme 
around  those  in  the  labor  force  and  their  dependents,  since  this  group 
might  be  viewed  as  being  less  "needy"  than  groups  not  in  the  labor 
force,  such  as  the  poor  and  the  elderly.  Nevertheless,  the  poor  and  the 
elderly  are  not  sufficiently  organized  in  communities  to  bring  about 
the  organizational  changes  in  health  delivery.  Once  changes  have  been 
begun  by  labor-force  groups,  however,  the  poor  and  the  elderly  can 
exert  considerable  influence  through  their  individual  choices  among 
delivery  organizations  as  well  as  through  certain  forms  of  group  action. 
Thus,  the  most  promising  mechanism  for  national  health  insurance  is 
perhaps  one  in  which  employers  would  be  required  to  purchase  cover- 
age containing  at  least  the  minimum  benefits  specified  in  the  federal 
program  for  all  citizens.  If  agreed  upon  through  negotiation  between 
labor  and  management,  more  liberal  benefits  could  be  included.  The 
required  coverage  could  be  purchased  from  any  proprietary  or  non- 
profit organization.  Partial  contribution  by  both  employers  and 
employees  to  the  total  premium  cost  should  be  provided  in  the  federal 
specification.  (The  regressive  nature  of  this  financing  approach  is 
offset  bv  the  need  for  at  least  some  of  those  not  in  the  labor  force — 
e.g.,  the  poor — to  have  their  coverage  financed  by  general  tax 
revenues.) 
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Since  employers  under  mandated  coverage  would  be  required  to 
purchase  specified  benefits  rather  than  to  contribute  specified  dollars, 
many  employers  would  have  an  incentive  to  work  with  employee 
groups  in  supporting  the  most  efficient  delivery  organization.  This 
fact,  and  the  influence  of  organized  labor  in  their  members'  individual 
selection  of  delivery  organization,  should  reduce  considerably  the 
number  of  such  organizations  to  which  the  employer  would  be  paying 
premiums. 

Under  the  proposed  approach,  the  poor,  the  elderly  and  others  not 
in  the  labor  force  would  also  have  a  choice  of  delivery  organization. 
The  basic  financing  of  care  for  the  elderly  through  Medicare  might 
not  need  to  be  changed.  The  financing  of  care  for  the  poor  would  have 
to  be  altered  substantially,  however,  probably  replacing  the  current 
Medicaid  program  with  federally  financed  coverage  through  general 
tax  revenues.  The  uncertainty  from  year  to  }^ear  of  both  eligibility  and 
benefits  under  the  current  state-controlled  Medicaid  plans  should  not 
be  perpetuated. 

Conclusions 

The  most  active  debate  up  to  the  present  regarding  the  type  of 
national  health  insurance  to  be  adopted  is  between  proposals  that 
would  encourage  the  voluntary  purchase  of  private  health  insurance 
by  means  of  a  tax  incentive  and  those  that  would  establish  a  gov- 
ernmentally  operated  financing  system  combined  with  a  centralized 
control  over  the  delivery  system.  Although  catastrophic-coverage 
proposals  have  been  discussed,  and  it  even  appeared  for  a  time  that 
the  current  Administration  might  propose  such  a  plan,  it  seems 
unlikely  that  this  approach  will  by  itself  receive  widespread  support. 
A  catastrophic  approach  seems  conceptually  and  politically  feasible 
only  if  it  is  combined  with,  or  later  added  to,  a  program  of  basic 
benefits.  A  completely  developed  proposal  incorporating  the  mandated 
purchase  of  at  least  minimum  coverage  by  emplo}^ers  has  not  been 
advanced  as  yet  on  a  national  basis.  Such  an  approach,  however, 
may  be  the  most  realistic  in  the  light  of  the  desired  criteria,  as  well 
as  in  consideration  of  the  American  milieu,  if  our  citizens  are  to 
realize  the  extensive  advantages  the}^  have  a  right  to  expect  from  a 
national  health  insurance  program. 
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8.  COST  STUDY  OF  HEALTH  INSURANCE  PROPOSALS 
INTRODUCED  IN  THE  92D  CONGRESS* 


Purpose  of  Study 

The  purpose  of  the  study  reported  here  is  essentially  twofold  : 

1.  To  develop  and  to  present  a  methodology  by  which  the 
costs  of  various  national  health  insurance  proposals  can  be 
estimated. 

2.  To  apply  the  methodology  to  the  various  bills  introduced 
in  the  92d  Congress  prior  to  April  30,  1971. 

The  methodology,  and  its  application  to  the  various  proposals,  is 
designed  to  be  understandable,  consistent,  and  unbiased,  in  order  that 
Congress  can  make  intelligent  comparisons  of  the  proposals  within  its 
scrutiny.  The  difficulties  inherent  in  making  cost  estimates  in  the 
health  field  are  substantial,  however,  and  at  best  the  results  must  be 
viewed  as  reasonable  approximations. 

Definition  of  Costs  and  Summary  of  Results 

The  concept  of  the  cost  of  any  proposal  is  more  complex  than  it 
might  at  first  appear.  Costs  can  be  expressed  from  the  point  of  view  of 
the  Federal  taxpayer,  or  from  the  point  of  view  of  the  Nation  as  a 
whole.  The}T  can  be  defined  in  terms  of  total  cost  after  the  proposal 
is  in  effect,  or  in  terms  of  additional  cost  brought  about  by  a  proposal. 
When  specific  financing  is  provided  by  a  proposal  it  may  be  appro- 
priate to  estimate  the  costs  of  the  program  for  which  the  financing  is 
intended.  Costs  can  also  be  expressed  both  before  and  after  the  effect 
of  income  taxes. 

This  cost  study  will  focus  on  two  of  the  many  possibilities.  The 
initial  emphasis  will  be  on  total  cost  to  the  Nation  after  a  proposal  be- 
comes effective.  The  second  emphasis  will  be  on  the  additional  cost 
to  the  Federal  taxpayer  arising  from  any  proposal.  Costs  in  both  of 
these  forms  will  be  after  the  effect  on  Federal  income  tax. 

TOTAL  NATIONAL  HEALTH  EXPENDITURES 

If  a  proposal,  through  its  effect  on  either  the  supply  of  or  particu- 
larly the  demand  for  health  services,  can  be  presumed  to  add  to  the 
Nation's  total  expenditure  for  health  services,  then  any  additional 
expenditure  will  be  referred  to  as  the  induced  cost. 

The  total  cost  to  the  Nation  after  a  proposal  becomes  effective  is 
the  sum  of  (1)  all  health  expenditures  prior  to  the  proposal  and  (2)  any 
induced  costs  arising  from  the  proposal.  This  total  national  health 
expenditure  can  then  be  subdivided  to  indicate  by  whom  the  expen- 
diture is  paid. 

*U.S.  Congress.  House.  Committee  on  Ways  and  Means.  In  Analysis  of  health  insurance  proposals  intro- 
duced in  the  92nd  Congress.  Washington,  U.S.  Govt.  Print.  Off.,  1972;  75-85.  Material  prepared  by  Dept. 
of  Health,  Education  and  Welfare. 
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TABLE  1.— NATIONAL  HEALTH  EXPENDITURES  AFTER  TAX  ADJUSTMENT  BY  PROPOSAL,  FISCAL  YEAR  1974 

[Amounts  in  billions! 


Private  sector 

—  : — -  Governmental  sector 

Individual  —  

direct       Health  State  and 

Proposal               Total         Total    payments    insurance        Other  Total         local  Federal 


None   $105.4        $62.3        $32.0        $26.4  $3.9        $43.1         $11.1  $32.0 


Byrnes  1   107.2  62.2  28.3  30.0  3.9  45.0  10.0  35.0 

Griffiths-Corman   113.8  15.9  11.2  1.9  2.8  97.9  6.5  91.4 

Fulton-Broyhill   109.5  61.9  26.5  31.5  3.9  47.6  9.3  38.3 

Burleson   110.2  62.3  21.7  36.7  3.9  47.9  8.6  39.3 

Dingell   116.8  13.9  6.9  3.1-3.9  102.9  9.6  93.3 

Hall   107.6  59.0  28.5  26.6  3.9  48.6  13.4  35.2 

Hogan   107.7  59.0  27.8  27.3  3.9  48.7  13.4  35.3 

Fisher   109.1  58.1  27.5  26.7  3.9  51.9  8.7  42.3 

Bennett   107.2  62.6  28.3  30.4  3.9  44.6  10.0  34.6 

Long..    106.5  60.3  30.0  26.4  3.9  46.2  11.1  35.1 

Javits..   113.0  31.3  19.9  8.2  3.2  81.7  8.1  73.6 

Pell-Mondale   114.9  67.3  17.3  46.1  3.9  47.6  10.7  -36.9 


Table  1  summarizes  the  cost  estimates  of  this  study,  expressed  in 
terms  of  the  total  expenditures  by  the  Nation  if  each  of  the  12  pro- 
posals become  effective,  and  by  whom  these  expenditures  are  borne. 
Since  it  also  shows  the  expenditures  expected  if  no  proposal  becomes 
effective,  the  total  induced  costs  (to  the  Nation  as  a  whole)  are  ob- 
tained by  subtraction. 

ADDITIONAL  COST  TO  THE   FEDERAL  TAXPAYER 

The  additional  Federal  expenditure  arising  from  a  health  proposal 
will  be  viewed  in  three  parts. 

That  portion  of  the  cost  which  arises  from  the  transfer  of  health 
expenditure  frcm  other  sectors  of  the  economy  to  the  Federal  taxpayer 
will  be  referred  to  as  transferred  cost. 

The  Federal  share  of  induced  cost  becomes  the  second  portion  of 
additional  cost  to  the  Federal  taxpayer. 

To  the  extent  that  any  proposal  results  in  a  revenue  loss  to  the  Fed- 
eral Government  under  the  Internal  Revenue  Code,  there  arises  a 
third  or  tax  adjustment  portion  of  additional  Federal  cost.  Tax  adjust- 
ments are  normally  small  in  comparison  with  transferred  or  induced 
costs,  but  become  important  with  respect  to  those  proposals  which 
provide  income  tax  credits. 

Table  2  summarizes  the  estimates  of  this  cost  study,  expressed  in 
terms  of  additional  cost  to  the  Federal  taxpayer. 

TABLE  2.— SUMMARY  OF  ADDITIONAL  COSTS  TO  FEDERAL  TAXPAYERS  AFTER  TAX  ADJUSTMENT,  BY  PROPOSAL, 

FISCAL  YEAR  1974 

[Amounts  in  billions) 


Transferred  Induced       Change  in  tax 

Proposal  Total  costs  costs  adjustments 


Byrnes   $3.0  $2.0  $0.4  $0.6 

Griffiths-Corman..    59.4  56.0  8.4  -5.0 

Fulton-Broyhill     6.3  -1.9                   .2  8.0 

Burleson   7.3  8.2  2.1  -3.0 

Dingell   61.3  55.2  11.3  -5.2 

Hall   3.2  2.4                  1.0  -.2 

Hogan   3.3  2.5                  1.0  -.2 

Fisher   10.3  -2.4                   .2  12.5 

Bennett     2.6  1.6                   .3  .7 

Long   3.1  2.4                   .8  -.  1 

Javits     41.6  37.8  6.9  -3.1 

Pell-Mondale   4.9  -.5                   .3  5.1 
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Methodology 
assumptions  as  to  time 

To  facilitate  comparison  between  proposals,  all  cost  estimates  are 
made  as  of  the  same  period  of  time.  Health  expenditures  are  changing 
rapidly,  and  the  cost  estimate  for  any  bill  will  depend  considerably 
on  the  year  chosen  for  estimation.  Fiscal  year  1974  is  here  chosen  as 
a  year  that  is  neither  (1)  so  far  into  the  future  that  projections  become 
unnecessarily  unreliable,  nor  (2)  so  close  to  the  present  that  proposal- 
could  not  become  effective  so  soon. 

Use  of  fiscal  }^ear  1974  for  cost  estimation  purposes  for  all  proposals 
makes  necessary  certain  timing  assumptions.  All  estimates  in  this 
cost  study  are  based  on  the  following: 

(a)  All  benefits  provisions  of  each  proposal  are  assumed  to  be 
in  effect  for  the  entire  fiscal  year  1974,  whether  or  not  this  is  in 
accordance  with  the  proposal  itself.  Where  the  effective  date  of 
some  benefit  is  later  than  July  1,  1973,  comment  is  mace  in  the 
text,  but  the  cost  estimate  is  nonetheless  mace  as  if  the  provision 
were  effective  on  Jul}"  1,  1973. 

(b)  Induced  costs  due  to  increased  services  arising  from  a  pro- 
posal are  assumed  to  have  full  and  complete  impact  in  fiscal  year 
1974  even  though  in  reality  several  years  may  elapse  before  all 
the  induced  services  will  have  appeared.  In  a  sense,  the  induced 
services  of  all  years  have  been  telescoped  into  fiscal  year  1974.  No 
attempt,  however,  has  been  made  to  telescope  induced  price 
changes.  Induced  price  changes  are  estimated  only  for  fiscal  year 
1974,  but  in  accordance  with  the  assumption  that  induced  services 
all  appear  by  that  year. 

(c)  Any  adjustments  to  a  proposal,  which  the  health  insurance 
-    industry  or  the  persons  it  serves  are  likely  to  make,  are  assumed 

to  have  been  completed  prior  to  July  1,  1973. 

(d)  Changes  in  the  structure  of  the  health  delivery  system  are 
important  features  of  many  proposals,  but  these  changes  must 
be  measured  against  the  length  of  time  that  would  likely  elapse 
before  they  could  become  effective.  Changes  in  structure  and 
creation  of  health  resources  necessarily  take  place  slowly,  and 
their  impact  on  the  cost  of  health  services  is  most  difficult  to  pre- 
dict. Attempts  were  made  to  identify  the  structural  changes 
which  could  be  fully  effective  immediately,  and  the  estimated 
cost  impact  of  those  changes  are  included  in  the  results.  The 
decision  not  to  attempt  to  estimate  the  cost  effect  of  changes  in 
structure  which  might  take  a  longer  time  does  not  imply  that 
such  cost  effects  are  negligible,  or  that  attempts  to  affect  the 
health  delivery  system  through  legislation  will  in  the  long  run 
be  ineffective. 

FISCAL  YEAR  1970  MODEL 

The  starting  point  for  the  cost  estimation  process  is  the  model  of 
national  health  expenditures  for  fiscal  year  1970  developed  by  the 
Office  of  Research  and  Statistics  (ORS)  of  the  Social  Security  Admin- 
istration. The  most  recent  data  in  this  series  are  published  in  the 
Social  Security  Bulletin  of  Januar}^  1971.  For  the  purposes  of  this 
cost  study,  the  ORS  model  has  been  somewhat  recast,  with  emphasis 
on  identification  of  the  ultimate  payer  of  health  expenditures. 
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Table  3  is  a  summary.  Column  (1)  indicates  $67,240  million  of 
national  health  expenditures,  made  up  of:  Amount 

(in  millions) 

Private  sector  $44,  277 

Direct  payments  by  individuals   22,  909 

Health  insurance   17,  499 

Others  (including  voluntary  givers)   3,  869 

Governmental  sector   22,  963 

State  and  local  taxpaj^ers   7,  304 

Federal  taxpayers   15,  659 

In  the  last  analysis,  people  pay  health  expenditures.  They  do  so 
directly  out-of-pocket,  through  health  insurance,  through  voluntary 
gifts,  or  through  taxes.  It  may  appear  that  the  employer  portion  of 
the  health  insurance  expenditure  is  an  exception;  but  employers  pass 
on  their  contributions  to  employee  health  plans  to  people  as  consumers 
(in  the  form  of  higher  prices),  pass  them  to  people  as  employees  (in 
the  form  of  lower  cash  wages),  or  pass  them  to  people  as  investors 
(in  the  form  of  lower  profits) .  To  the  extent  that  some  of  the  voluntary 
givers  are  corporations,  the  same  considerations  apply. 

TABLE  3.— NATIONAL  HEALTH  EXPENDITURES:  FISCAL  YEAR  1970 

[In  millions] 

Before  tax  Tax  Aftertax 

Financing  channels  adjustment        adjustment  adjustment 

(1)                  (2)  (3) 
Total.     $67,240   $67,240 


Private  sector   44,277           -$3,980  40,297 

Individual  direct  payments   22,909           i— 1,350  21,559 

Health  insurance   17,499            -2,130  15,369 

Individual  policies     3,483             »  -200  3,283 

SMI  premiums   989               « —50  939 

Employees,  group  plans    3,630          '2  -1,880  1,750 

Employers,  group  plans                                                      9,397    9,397 

Others  (including  voluntary  givers)   3,869             3  —500  3,369 

Governmental  sector   22,963            +3,980  26,943 

State  and  local  taxpayers                                                         7,304    7,304 

Federal  taxpayers   15,  659            +3,  980  19,  639 

Social  insurance: 

Payroll  tax,  HI                                                           4,378    4,378 

General  revenue,  HI  and  SMI                                         1,781     1,781 

General  revenue                                                            9,500    9,500 

Revenue  loss  through  income  tax   +3,980  3,980 

1  Estimated  revenue  loss  from  deductions  for  medical  expenses  in  the  tax  returns  of  individuals. 

2  Estimated  revenue  loss  from  employer  contributions  to  health  insurance  plans  for  employees  not  taxable  to  employee. 

3  Estimated  revenue  loss  from  deductions  for  charitable  gifts  in  tax  returns  of  individuals  and  corporations. 

It  is  important  to  note  the  $989  million  of  enrollee  premiums  to 
the  Supplementary  Medical  Insurance  part  of  Medicare  are  shown  as 
paid  by  the  private  sector.  Although  these  premiums  flow  through  the 
Medicare  system,  they  are  not  borne  by  taxpayers.  Certain  health 
expenditures  under  State  disability  plans  and  under  workmen's  com- 
pensation plans  are  treated  as  expenditures  b}^  employees  or  employers, 
because  they  are  not  borne  by  State  or  local  taxpayers. 

Column  (2)  indicates  certain  adjustments  to  Column  (1)  to  recog- 
nize that  special  provisions  of  the  Internal  Revenue  Code  concerning 
health  expenditures  have  the  effect  of  transferring  such  expenditures 
from  individuals,  employees,  employers,  and  voluntary  givers  to  the 
Federal  taxpayer. 
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(a)  Under  certain  conditions,  health  expenditures  of  individ- 
uals are  deductible  under  the  personal  income  tax,  thereby  pass- 
ing to  the  general  body  of  Federal  taxpayers  the  tax  foregone. 

(b)  Similarly,  voluntary  givers  to  health  organizations  are 
entitled  to  income  tax  deductions  and  pass  the  tax  foregone  to 
other  Federal  taxpayers. 

(c)  Employees,  because  they  pay  no  tax  on  their  employer's 
contribution  for  group  health  insurance,  also  pass  on  to  Federal 
taxpayers  the  tax  that,  in  the  absence  of  special  provisions,  they 
would  otherwise  pay.  Note  that  the  deductibility  of  the  group 
health  insurance  premium  in  the  employer's  tax  return  is  not 
considered  a  special  provision  if  employer-contributed  health 
premiums  are  viewed,  as  they  are  in  this  analysis,  as  a  part  of 
wages. 

Column  (3)  is  the  display  of  the  $67,240  million  national  health 
expenditure  in  fiscal  year  1970  after  tax  adjustment. 

A  somewhat  more  detailed  two-way  analysis  of  the  $67,240  million 
shown  in  Column  (1)  of  table  3,  by  type  of  expenditure  as  well  as  by 
whom  paid,  appears  as  appendix  A  to  this  study.  Appendix  A  also 
indicates  how  the  fiscal  year  1970  model  has  been  recast  from  the 
National  Health  Expenditure  series. 

The  fiscal  year  1970  model  is  the  best  available  information  as  to 
current  national  health  expenditures.  It  must  nonetheless  be  recog- 
nized as  only  approximate  since  there  are  many  technical  difficulties 
in  the  compilation  of  such  statistics. 

FISCAL  YEAR  1974  MODEL 

The  fiscal  year  1970  model  previously  described  has  been  projected 
forward  four  years  to  fiscal  year  1974.  The  results  appear  as  table  4 
and  in  more  detail  as  appendix  B.  Appendix  B  also  gives  some  detail 
as  to  how  the  projection  was  made.  The  basic  assumption  in  this  pro- 
jection is  that  no  new  health  or  tax  legislation  importantly  affecting 
national  health  expenditures  will  be  enacted  during  the  period,  and 
that  the  legislative  environment  in  fiscal  year  1974  remains  essentially 
as  it  was  in  fiscal  year  1970. 

The  total  health  expenditure  for  fiscal  year  1974  is  projected  as 
$105,400  million  (7.8  percent  of  estimated  GNP  for  the  same  year), 
greater  in  both  absolute  amount  and  as  a  percent  of  GNP  than  the 
$67,240  million  for  fiscal  year  1970  (7.0  percent  of  GNP).  The  sub- 
stantial increase  between  the  two  models  results  from  assumed  changes 
in  unit  prices  for  health  services,  assumed  changes  in  utilization  rates 
for  the  various  health  services,  assumed  demographic  changes,  and 
certain  minor  factors. 

The  estimation  of  these  effects,  based  largely  on  past  trends,  intro- 
duces an  important  dimension  of  uncertainty  into  the  estimates.  Pro- 
jection errors  are  not  likely,  however,  to  be  biased  for  or  against  any 
specific  proposal,  and  relative  costs  between  proposals  should  not  be 
greatly  affected  by  the  model  chosen.  Since  estimation  of  relative 
costs  is  the  real  purpose  of  this  cost  study,  the  fiscal  year  1974  model 
is  considered  to  serve  its  purpose  satisfactorily. 
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TABLE  4.— NATIONAL  HEALTH  EXPENDITURES:  FISCAL  YEAR  1974 

[In  millions] 


Before  tax  Tax  Aftertax 

Financing  channels  adjustment        adjustment  adjustment 


(1)  (2)  (3) 


Total       $105,400    $105,400 


Private  sector      68,633           -$6,300  62,333 

Individual  direct  payments   33,846           i— 1, 900  31,946 

Health  insurance   30,344            -3,900  26,444 

Individual  policies                                                           4,911             i— 300  4,611 

SMI  premiums                                                               1,613             i— 100  1,513 

Employees,  group  plans                                                   6,743         12-3, 500  3,243 

Employers,  group  plans...    17,077    17,077 

Others  (including  voluntary  givers)                                              4,443             3— 500  3,943 

Governmental  sector     36,767            +6,300  43,067 

State  and  local  taxpayers   11,108    11,108 

Federal  taypayers       25,659            +6,300  31,959 

Social  insurance: 

Payroll  tax,  HI                                                         8,600    8,600 

General  revenue,  HI  and  SMI....                                    2,297     2,297 

General  revenue...      14,762    14,762 

Revenue  loss  through  income  tax                                                           +6,300  6,300 


1  Estimated  revenue  loss  from  deductions  for  medical  expenses  in  the  tax  returns  of  individuals. 

2  Estimated  revenue  loss  from  employer  contributions  to  health  insurance  plans  for  employees  not  taxable  to  employee. 

3  Estimated  revenue  loss  from  deductions  for  charitable  gifts  in  tax  returns  of  individuals  and  corporations. 


ESTIMATION  OF  INDUCED  COST 

The  concept  of  induced  cost  of  health  services  is  an  important  but 
complicating  factor  in  the  cost  estimation  problem.  Although  evi- 
dence of  the  existence  of  induced  cost  is  difficult  to  refute,  such  cost 
is  not  always  recognized;  or  is  thought  not  to  exist  for  some  of  the 
proposals  under  study.  The  quantification  of  induced  cost  is  extremely 
difficult  and  is  largely  based  on  subjective  judgments.  Little  agree- 
ment can  be  expected  in  this  area.  It  is  nonetheless  the  estimator's 
job  to  attempt  quantification;  and  in  doing  so  to  apply  the  same 
principles  to  all  proposals. 

This  section  of  the  cost  report  consists  of  (1)  a  rationale  based  on 
general  economic,  sociological,  and  psychological  principles  as  to  why 
and  under  what  conditions  induced  cost  is  presumed  to  exist,  (2)  a 
brief  reference  to  past  studies  in  which  induced  cost  has  been  dem- 
onstrated and/or  measured,  and  (3)  a  statement  of  the  principles  used 
in  this  cost  study  for  the  estimation  of  induced  costs. 

(1)  Rationale 

An  induced  cost  is  most  likely  to  result  from  the  additional  demand 
for  health  services  when  the  necessity  for  the  individual  to  make  out- 
of-pocket  payments  for  such  services  is  reduced  or  eliminated. 

There  may  be  individuals  whose  behavior  with  respect  to  their 
health  or  that  of  their  families  is  independent,  or  nearly  so,  of  personal 
economic  variables.  At  one  extreme  are  those  whose  use  of  health  serv- 
ice is  minimal,  no  matter  what  the  economic  circumstances.  At  the 
other  are  those  who  tend  to  be  under  continual  treatment  for  a  mul- 
titude of  health  problems  even  though  a  large  personal  financial 
sacrifice  is  involved. 

Despite  the  existence  of  groups  of  people  whose  health  behavior  is 
independent  of  financial  circumstances,  the  majority  of  people  prob- 
ably respond  in  some  degree  to  economic  motivations  in  seeking  health 
services,  much  as  they  do  in  the  purchase  of  other  services.  If  the 
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price  to  the  individual  is  low,  he  will  be  more  inclined  to  ask  for  addi- 
tional services — but  if  the  price  is  high  he  tends  to  do  without  them. 
Obviously  the  price  to  the  individual  is  not  entirely  in  dollar  terms, 
and  must  include  the  time,  inconvenience,  and  effort  involved  in 
obtaining  medical  attention;  but  the  dollar  cost  to  the  individual  no 
doubt  has  an  important  relationship  to  demand. 

The  foregoing  paragraph  is  valid  in  principle  if  the  individual  has 
the  ultimate  decision  as  to  whether  health  services  are  rendered.  In 
practice  the  physician  may  have  more  influence  in  this  decision  than 
the  patient.  The  physician's  attitude  may  be  colored  by  his  perception 
of  the  patient's  ability  to  pay,  not  so  much  because  of  his  interest  in 
whether  his  own  bill  will  be  collectible,  but  because  he  does  not  wish 
to  impose  a  financial  sacrifice  on  the  patient  incommensurate  with  the 
expected  improvement  resulting  from  the  treatment.  Hence  induced 
costs  can  be  inferred  even  if  the  physician  is  considered  the  main 
determiner  of  medical  expenditure. 

Health  insurance,  though  it  does  not  reduce  (and  may  well  raise) 
the  aggregate  cost  of  health  services  to  the  group  of  persons  who  col- 
lectively pay  the  premiums,  does  lead  to  the  reduction  or  elimination 
of  an  individual's  out-of-pocket  expenditure  for  any  particular  service. 
When  the  individual  pays  the  same  premium  no  matter  what  services 
he  obtains,  the  marginal  cost  to  him  of  any  fully  insured  service  is 
close  to  zero.  The  insurance  mechanism  leads  to  extra  demand — and 
in  the  absence  of  counteracting  influences  will  almost  certainly  add  to 
the  health  services  rendered.  This  is  the  principle  behind  the  concept 
of  induced  costs  arising  from  the  health  insurance  mechanism. 

Induced  services  must  be  viewed  in  the  light  of  the  additional  health 
services  rendered.  They  may  be  a  reflection  of  previously  unmet  needs, 
or  they  may  be  indicative  of  overuse  of  health  services.  No  value  judg- 
ment is  intended,  since  an  induced  health  service  in  itself  may  be  con- 
sidered favorable  or  unfavorable,  depending  on  the  contributions  of 
the  extra  services  to  the  overall  health  needs  of  the  Nation. 

Services  induced  by  health  insurance  add  to  demand.  In  the  absence 
of  adequate  increase  in  supply,  prices  per  unit  of  service,  as  well  as  the 
amount  of  services  rendered,  may  also  increase.  Thus  induced  cost 
may  have  two  elements — induced  services  and  induced  price. 

It  seems  unlikely  that  induced  costs  arising  from  transfer  of  cost 
from  the  individual  to  private  insurance  or  to  the  Government,  could 
ever  be  negative.  There  are,  however,  other  kinds  of  induced  costs. 
If  a  proposal  contains  measures  for  controlling  utilization  of  health 
services,  effective  demand  is  affected  downward — and  the  number  of 
services  rendered  and  possibly  the  price  per  service  ma,y  be  actually 
reduced;  or  more  likely  may  not  rise  as  fast  as  they  otherwise  would. 

(2)  Past  studies 

The  existence  of  induced  costs  has  been  demonstrated,  and  to  some 
degree  quantified,  in  earlier  studies.  No  attempt  is  made  here  to  sum- 
marize the  literature  on  this  subject. 

The  coming  of  Medicare  in  1966  made  possible  "before  and  after" 
studies  based  on  samples  of  those  aged  65  and  over.  The  Social  Se- 
curity Bulletin  of  April  1971  carries  an  article  indicating  some  of  these 
results.  Some  additional  dataj  based  on  experience  under  the  British 
Drug  Act  and  the  Saskatchewan  program,  and  the  experience  of  in- 
surance companies,  Blue  Cross,  and  certain  group  health  plans,  are 
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available.  There  are  also  a  number  of  theoretical  studies  based  on 
econometric  models. 

This  study  has  made  use  of,  to  the  degree  that  they  appear  to  be 
applicable,  all  of  the  studies  available.  Few  of  them,  however,  bear 
directly  on  this  particular  problem.  Since  the  state  of  knowledge  with 
respect  to  induced  costs  is  not  far  advanced,  this  study  is  necessarily 
handicapped.  Several  econometric  studies  have  been  published  but 
such  studies  have  not  advanced  to  the  point  of  consensus  and  inde- 
pendent verification. 

(3)  Principles  used  in  this  cost  study 

(a)  The  basic  estimating  factor  for  induced  services  used  in  this 
cost  study  is  the  additional  service  induced  as  a  transfer  from  direct 
payment  by  individuals  to  a  public  or  private  insurance  mechanism. 
Additional  service  is  expressed  as  a  percent  of  the  transferred  cost. 
The  induced  service  percentage  no  doubt  varies  by  type  of  service, 
child  versus  adult,  family  income,  and  many  other  factors;  but,  in  the 
absence  of  data  necessary  for  refined  measurement,  the  induction 
forces  are  aggregated  into  one  factor  for  each  type  of  service.1 

Induced  serv- 
ice as  a  per- 
centage of 
transferred  cost 
from  direct 
individual 
payments 


Hospital   25 

Extended  care  facilities   25 

Professional  services: 

Physicians   25 

Dentists   45 

All  other   35 

Drugs   35 

Eyeglasses  and  hearing  aids   40 


Note  particularly  that  the  induced  service  percentages  apply  only 
to  the  cost  transferred  from  direct  payment,  not  to  the  entire  cost  of 
any  service.  If,  for  example,  10  percent  of  the  total  cost  of  all  hospital 
services  is  transferred  under  a  proposal  from  direct  payment  to  an 
insurance  mechanism,  then  the  induced  services  are  estimated  as  25 
percent  of  the  transfer,  or  2.5  percent  of  the  overall  cost  of  hospital 
services.2 

(6)  There  are  certain  kinds  of  induced  services  for  which  the  above 
technique  is  not  satisfactory.  When  the  induced  service  percentage 
would  appear  to  be  very  high  because  of  the  optional  nature  of  the 
service,  and  particularly  if  the  transferred  cost  is  itself  difficult  to 
estimate,  more  direct  estimation  methods  seem  necessary.  The  routine 
physical  examination  specifically  provided  by  some  of  the  proposals 
is  an  example. 

(c)  For  any  national  health  insurance  proposal  which  would  trans- 
fer vast  amounts  of  expenditure  from  direct  payment  by  individuals 
to  an  insurance  mechanism,  the  additional  demand  created  is  assumed 

1  The  induced  service  percentages  were  chosen  after  a  review  of  past  experience,  but  no  claim  is  made  that 
any  of  the  induced  service  percentages  are  based  on  solid  empirical  foundations.  There  is  a  range  of  reasonable 
percentages,  and  those  chosen  are  thought  to  be  within  this  range.  If  there  were  no  limitations  on  supply, 
the  percentages  for  institutional  services  and  for  physicians  might  well  be  higher.  The  higher  percentages  for 
dentists,  drugs,  and  eye  and  hearing  aids  are  based  partly  on  more  adequate  and  more  elastic  supply,  and 
partly  on  the  more  elective  nature  of  these  types  of  services. 

2  It  is  recognized  that  the  transfer  of  the  last  10  percent  of  the  cost  of  any  service  may  have  a  different 
inductive  effect  than  the  transfer  of  any  earlier  10  percent.  The  linearity  implied  by  the  procedure  outlined 
is  questionable,  but  evidence  on  which  to  base  any  more  sophisticated  assumption  is  lacking. 
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to  interact  with  supply  in  such  a  way  that  costs  per  service  through- 
out the  economy  are  increased.  This  effect  is  likely  to  take  place 
slowly — and  its  ultimate  accumulative  effect  cannot  be  estimated.  The 
estimates  of  this  cost  study  have  included  induced  price  changes  of  up 
to  3  percent  for  hospital  and  extended  care  facilities,  up  to  2  percent 
for  professional  services,  with  the  actual  percentage  used  depending 
on  the  proportion  of  services  transferred.  These  may  be  viewed  as  fiscal 
year  1974  effects.  Price  effects  arising  after  1974  are  especially  diffi- 
cult to  estimate  because  of  the  effect  of  increases  in  supply  and  price 
control  measures  established  by  a  particular  proposal.  For  this 
reason  the  induced  price  change  factors  are  considered  to  be  appli- 
cable to  fiscal  year  1974  only.3 

(d)  Where  effective  utilization  controls  appear  to  be  a  part  of  a 
proposal,  a  negative  induced  service  factor  is  employed  to  be  applied 
in  the  same  areas  to  which  the  controls  are  effective.  The  effect  of 
utilization  controls  is  thought  to  be  largest  in  the  area  of  elective 
surgery,  and  in  the  substitution  of  outpatient  treatment  or  diagnosis 
for  inpatient  hospital  care.  Negative  induced  cost  can  also  arise  from 
changes  in  the  methods  for  compensating  institutions  and  physicians, 
or  by  other  structural  change.4 

(e)  Appropriate  induced  costs  for  administrative  expenses  are  built 
into  these  estimates  whenever  costs  of  administration  are  expected  to 
increase,  and  negative  induced  costs  are  estimated  whenever  cost  of 
administration  are  expected  to  decrease.5 

Analysis  and  Results 

The  final  step  is  the  analysis  of  each  proposal,  in  terms  of  its  trans- 
ferred costs,  induced  costs,  and  the  attendant  income  tax  effects.  This 
analysis  may  involve  such  elements  as  (1)  the  distribution  of  the 
population  by  income  and  family  composition,  (2)  the  pricing  of  vari- 
ous benefit  packages,  (3)  the  ways  in  which  individuals,  health  insur- 
ance companies,  or  governments  react  to  choices  they  are  given,  and 
many  others  not  easily  estimated. 

The  results  for  each  proposal  are  displayed  by  comparing  table  4 
(the  fiscal  year  1974  model  as  if  no  proposal  were  in  effect)  to  the  simi- 
lar display  as  if  the  proposal  were  adopted.  The  standard  format  in 
which  results  are  displayed  includes  transferred  costs,  induced  costs, 
and  tax  adjustments  for  each  sector,  but  with  emphasis  on  the  effect  to 
the  Federal  taxpayer.  The  distribution  of  expenditures  after  a  pro- 
posal is  effective  is  shown  in  a  final  column. 

Consideration  was  given  to  recognizing  uncertainty  with  respect  to 
induced  costs  by  expressing  them  as  a  range,  rather  than  the  point 
estimates  actually  shown.  It  is  felt  that  any  of  the  induced  costs  can 
conceivably  be  wrong  by  as  much  as  100  percent,  since  techniques 
for  estimating  induced  costs  with  any  degree  of  precision  do  not  exist. 

3  The  methods  described  for  recognizing  induced  price  increases  are  admittedly  rough,  but  no  sharper 
tools  are  available.  Much  remains  to  be  learned  in  this  area,  and  past  experience  confounds  various  causes  of 
price  increase.  There  is  no  deliberate  bias  between  proposals  in  the  method  used.  Price  changes  over  time 
which  take  place  independent  of  any  proposal  are  built  into  the  fiscal  year  1974  model,  and  are  presumably 
neutral  in  relative  comparisons. 

4  Very  little  recognition  of  structural  change  could  be  incorporated  into  this  study  due  to  lack  of  data.  It 
is  nonetheless  possible  that  in  the  long  furn  the  provisions  of  the  various  proposals  with  respect  to  change  in 
the  health  delivery  system  will  be  most  important. 

5  Costs  of  administration,  distribution,  and  any  provision  for  stockholders  or  for  contingency  funds  have 
been  estimated  as  follows: 

For  a  national  health  proposal  operated  by  Federal  Government — 7  percent  of  benefits  paid. 
For  employer-employee  plans  operated  on  group  basis— 10  percent  of  benefits  paid. 
For  individual  health  insurance  policies— 30  percent  of  benefits  paid. 
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Range  estimates  may  also  imply  more  certainty  than  actually  exists, 
by  suggesting  that  the  actual  result  will  fall  within  the  range.  Range 
estimates  are  also  confusing  and  badly  complicate  the  presentation. 
The  decision  to  use  point  estimates  was  pragmatic,  and  not  intended 
to  suggest  precision. 

Program  cost  is  only  determined  for  any  proposal  which  has  an 
explicit  provision  in  it  to  finance  the  program.  The  program  cost  is 
shown  in  the  supplementary  cost  estimate  table  of  such  proposals, 
and  a  comparison  with  the  financing  is  presented. 

The  cost  estimates  which  follow  include,  in  addition  to  the  results 
in  the  standard  format,  a  descriptive  section  intended  to  make  the 
results  understandable.  The  provisions  which  particularly  affect 
transferred  and  induced  costs  are  highlighted,  but  for  a  real  under- 
standing of  the  provisions  of  each  proposal  reference  should  be  made 
to  Part  I  of  this  report.  The  descriptive  section  states  any  important 
assumptions  or  interpretations  essential  to  the  estimate,  and  com- 
ments very  briefly  on  the  results  found. 


9.  A  NEW  APPROACH  TO  NATIONAL  HEALTH 

INSURANCE* 


A  new  approach  to  national  health  insurance  is  urgently  needed. 
Our  present  system  of  financing  health  care  provides  inadequate 
protection,  encourages  inefficient  use  of  resources,  and  accelerates  the 
inflation  of  medical  costs.  Unfortunately,  the  proposals  for  national 
health  insurance  that  are  now  being  discussed  will  not  remedy  this 
situation.  I  propose  to  outline  a  different  approach  to  national  health 
insurance  that  would  avoid  the  major  shortcomings  in  the  present 
system  and  in  the  previously  suggested  alternatives. 

Any  proposed  system  for  financing  health  care  should  be  judged 
by  the  following  six  objectives: 

(1)  Prevent  deprivation  of  care. — No  individual  should  be  deprived 
of  medical  care  because  of  inability  to  pay,  just  as  no  individual 
should  go  hungry  or  lack  adequate  housing  because  of  low  income. 
Moreover,  no  one  should  be  encouraged  to  delay  care  because  his 
insurance  will  not  pay  for  preventive  or  ambulatory  care  but  only 
for  hospitalized  treatment  of  the  more  serious  illness  that  may  ensue. 

(2)  Prevent  financial  hardship. — No  family  should  suffer  substantial 
financial  hardship  because  of  the  expense  of  unpredictable  illness 
or  accident. 

(3)  Keep  costs  down. — A  financing  S3^stem  should  both  encourage 
efficient  use  of  resources  and  discourage  medical  care  price  inflation. 
Whenever  possible,  patients  should  use  relatively  low-cost  ambulatory 
facilities  rather  than  high-cost  in-hospital  care.  Hospitals  should 
be  induced  to  moderate  the  forces  that  raise  the  cost  of  care :  increased 
personnel,  unnecessary  pay  raises,  and  a  proliferation  of  technical 
facilities  and  services.  Physicians  should  not  be  encouraged  to  increase 
their  fees  by  the  knowledge  that,  because  of  insurance,  the  cost 
to  their  own  patients  will  rise  little  if  at  all.  In  short,  the  financing 
method  should  encourage  cost  consciousness  in  the  decisions  of 
patients,  doctors,  and  hospital  administrators. 

(4)  Avoid  a  large  tax  increase. — High  taxes  distort  the  supply  of  work 
effort  and  cause  inefficient  use  of  resources  in  the  econonry  as  a 
whole.  Therefore,  a  national  health  insurance  program  that  raises 
substantial  funds  from  taxpayers  and  returns  it  in  the  form  of  health 
insurance  has  a  large  hidden  cost  in  lower  national  income.  The 
magnitude  of  our  total  spending  on  health  care  makes  this  an  impor- 
tant consideration.  In  fiscal  year  1968-69,  government  spent  nearly 
$19  billion  on  personal  health  care;  private  expenditures  then  ap- 
proached $34  billion.  Transferring  this  private  spending  to  the 
public  sector  would  require  a  ve^  large  increase  in  tax  rates.  For 
example,  if  it  were  to  be  financed  by  an  increase  in  the  individual 

*Feldstein,  Martin  S.  In  Public  interest,  v.  23,  spring,  1971:  93-105.  Copyright  e.  National  Affairs.  Inc. 
1971.  Reprinted  by  permission. 
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income  tax,  collections  would  have  to  rise  more  than  30  per  cent. 
If  the  social  security  payroll  tax  were  used,  its  rate  would  have  to  be 
doubled. 

(5)  Be  easily  administered. — The  administration  of  a  health  care 
system  should  not  require  complex  procedures,  which  are  costly  and 
inconvenieDt,  or  arbitary  decisions,  which  imply  that  resources  are 
not  used  appropriately. 

(6)  Be  generally  acceptable. — Any  new  method  of  financing  should 
be  acceptable  to  physicians  and  to  hospitals  as  well  as  to  the  general 
public.  A  system  that  is  disliked  by  either  would  encounter  substantial 
political  opposition  and,  if  instituted,  would  be  hampered  by  lack 
of  cooperation  and  an  inadequate  supply  of  new  personnel  in  the 
long  run. 

The  Current  System 

Although  almost  every  American  is  enrolled  for  some  form  of 
health  insurance,  the  current  coverage  is  typically  rather  "shallow." 
That  is,  families  incurring  large  medical  bills  often  find  that  their 
insurance  pays  only  a  relatively  small  portion.  A  1963  National 
Opinion  Research  Center  survey  found  that  the  average  annual 
expenditure  for  medical  care  among  survey  families  was  $370  and 
that  approximately  one-fifth  had  expenses  exceeding  $500. 1  Among 
the  insured  families  that  spent  more  than  $500,  only  one-third  re- 
ceived benefits  exceeding  half  of  their  expenditures  while  another 
third  received  benefits  of  less  than  one-fifth  of  their  expenditures. 
Today,  as  in  1963,  most  hospital  insurance  pays  a  relatively  high 
proportion  of  small  and  moderate  bills  but  imposes  a  variety  of  ceil- 
ings on  use  and  an  effective  overall  ceiling  on  benefits;  the  less  re- 
strictive major  medical  insurance  policies  cover  less  than  half  of  the 
population  under  65. 

The  absence  of  deep  coverage  leaves  a  large  residue  of  financial 
hardships  and  may  also  prevent  many  people  from  seeking  potentially 
expensive  care.  Moreover,  the  fact  that  hospitalization  (including 
surgical)  insurance  is  much  more  complete  than  insurance  for  non- 
surgical physician  care  discourages  patients  from  seeking  preventive 
care  and  induced  them  to  gamble  with  their  health  in  the  knowledge 
that,  should  untreated  minor  symptoms  become  severe,  a  short  stay 
in  hospital  is  likely  to  be  relatively  costless. 

The  current  system  of  financing  medical  care  has  also  contributed 
to  the  high  and  rapidly  increasing  costs  of  such  care.  A  substantial 
body  of  research  has  shown  that,  because  of  the  structure  of  insur- 
ance coverage,  patients  obtain  expensive  (but  covered)  in-hospital 
care  when  much  less  expensive  (but  uncovered)  ambulatory  care 
would  have  been  as  effective.  Insurance  has  also  accelerated  the  rising 
cost  of  in-hospital  care.  Ironically,  although  the  hospital  patient  with 
a  large  bill  often  finds  his  insurance  grossly  inadequate,  the  average 
patient  stays  a  relatively  short  time  (the  1968  mean  stay  in  community 
hospitals  was  8.4  days)  and  has  almost  his  entire  hospital  bill  paid 
for  by  insurance.  For  most  days  of  care,  therefore,  the  hospital  does 
not  sell  its  services  to  individual  patients  but  collects  its  costs  from 
an  insurance  company  or  Blue  Cross  plan.  Of  the  approximately  $9.9 
billion  of  private  expenditure  on  hospital  care  in  1968,  more  than  73 


1  This  survey  of  2,367  families  containing  7,803  individuals  is  reported  in  Anderson,  R.  and  O .  W.  Anderson, 
A  Decade  of  Health  Services  (Chicago:  The  University  of  Chicago  Press,  1967). 
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per  cent  was  covered  by  insurance.  Since  1966,  the  problem  has  been 
exacerbated  by  Medicare  and  Medicaid;  government  now  purchases 
nearly  half  the  total  hospital  care.  Because  hospitals  are  able  to  pass 
almost  all  cost  increases  on  to  insurance  companies  and  the  govern- 
ment, there  is  neither  internal  incentive  nor  external  pressure  from 
patients  to  moderate  cost  increases.  Finally,  the  growth  of  medical 
insurance  has  accelerated  physician  fee  inflation  not  only  by  increas- 
ing demand,  but  also,  as  noted  above,  by  allowing  the  physician  to 
raise  his  fee  without  imposing  an  equal  extra  burden  on  his  own 
patient. 

Subsidy-Credit  Plans 

Thus,  our  current  system  of  financing  health  care  provides  inade- 
quate coverage  while  inducing  substantial  cost  inflation.  Judged  by 
the  first  three  criteria,  this  system  has  failed  badly. 

The  combination  of  inadequate  coverage  and  rapidly  rising  costs 
has  stimulated  a  variety  of  proposals  for  national  health  insurance. 
All  plans  are  of  two  basic  types:  one  involves  direct  subsidies  or  tax 
credits  for  the  purchase  of  the  current  type  of  health  insurance  from 
private  insurance  companies;  the  other  is  universal  comprehensive 
public  health  insurance. 

The  proposals  to  give  subsidies  and  tax  credits  to  purchasers  of 
voluntary  insurance  differ  only  in  detail.  Each  provides  a  maximum 
level  of  tax  credit  or  subsidy  that  would  be  paid  to  purchasers  of 
insurance  in  the  lowest  income  group  and  a  schedule  of  lower  sub- 
sidies to  higher  income  groups.  The  proponents  of  these  schemes 
have  concentrated  their  attention  on  the  method  of  government  fi- 
nance for  the  program  (general  tax  revenue  and  payroll  taxes)  and 
the  costs  of  the  particular  schedules  of  subsidies.  The  maximum  pre- 
mium subsidies  have  varied  between  $200  per  family  and  $500  per 
family  in  the  different  proposals ;  these  numbers  should  be  compared 
with  an  estimate  2  of  $850  per  family  of  four  for  a  fully  comprehensive 
health  insurance  in  1968  (including  dental  care  and  drugs  as  well  as 
hospitalization  and  physicians'  services)  and  the  actual  1968  average 
premuim  per  family  of  four  of  $304. 3 

These  subsidy  proposals  have  two  major  objectives:  to  encourage 
the  purchase  of  more  health  insurance  and  to  replace  Medicaid. 
However,  a  subsidy  would  have  no  effect  on  the  purchase  of  insur- 
ance by  families  that  already  spend  as  much  as  their  maximum  subsidy 
for  insurance.  As  the  estimate  of  $304  for  the  average  actual  premium 
indicates,  proposed  subsidies  of  $200  or  $300  are  likely  to  have  little 
effect  on  the  total  purchase  of  insurance,  except  perhaps  among  rela- 
tively low-income  groups.  (Surprisingly,  there  has  been  no  estimate 
of  the  extent  to  which  subsidies  or  credits  would  exceed  current  ex- 
penditures on  insurance  by  families  at  different  income  levels.)  As  for 
the  second  objective— the  replacement  of  Medicaid— it  is  true  that 
these  plans  might  remove  a  substantial  burden  from  state  and  local 
governments.  But  it  would  also  replace  the  current  relative^  compre- 
hensive insurance  coverage  that  Medicaid  provides  in  many  states  for 
low-income  families  with  more  limited  coverage.  The  major  effect  of 
the  subsidy-credit  plans  would  be  an  income  transfer,  generally  in 

2  Waldman,  S.,  Tax  Credits  for  Private  Health  Insurance  (Social  Security  Administration,  Dept.  of  Health. 
Education  &  Welfare,  1969). 

3  Reed,  L.  S.,  "Private  Health  Insurance,  1968:  Enrollment,  Coverage  and  Financial  Experience."  Social 
Security  Bulletin,  Dec.  1969. 
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the  form  of  tax  reduction,  from  higher  income  groups  to  middle-  and 
lower-middle  income  groups.  For  many  such  families,  there  would  be 
no  incentive  to  purchase  more  health  insurance— their  current  policies 
costing  as  much  as  the  maximum  subsidy  which  they  would  be  en- 
titled to  receive— but  only  a  welcome  reduction  in  taxes. 

Because  the  subsidy-credit  plans  rely  on  current  forms  of  health 
insurance,  they  perpetuate  all  the  weaknesses  of  our  present  system. 
Some  individuals  would  still  be  deprived  of  care  because  of  prohibitive 
costs.  The  danger  of  financial  hardship  would  remain.  The  forces  that 
encourage  medical  care  price  inflation  would  not  only  remain  but 
would  be  intensified  to  the  extent  that  insurance  coverage  grows. 
Moreover,  the  program  would  require  a  substantial  tax  increase, 
estimated  at  between  $10  billion  and  more  than  $15  billion;  expendi- 
ture increases  resulting  from  such  a  program  would  probably  make 
the  actual  tax  increases  much  greater. 

It  is  worth  emphasizing  that  because  a  large  proportion  of  the 
government  expenditure  on  these  programs  would  simply  redistribute 
income  without  increasing  health  insurance,  they  should  be  compared 
to  the  negative  tax  and  other  programs  for  welfare  reform.  In  terms  of 
its  ability  to  alleviate  real  poverty,  the  subsidy-credit  health  insurance 
schemes  are  much  less  effective  per  dollar  of  tax  increase  than  more 
direct  redistributive  programs. 

There  is,  in  short,  little  to  recommend  these  proposals  as  a  way  of 
improving  our  health  care  system,  or  of  containing  costs,  or  of  increas- 
ing protection.  They  are  an  inefficient  way  of  redistributing  income 
and  an  inappropriate  way  of  assisting  state  governments  currently 
burdened  with  Medicaid  expenditures. 

Uniform  Comprehensive  Health  Insurance 

The  proposals  for  uniform  comprehensive  health  insurance  generally 
advocate  something  like  an  extension  of  Medicare  to  the  entire  popu- 
lation. More  comprehensive  programs  would  abolish  the  small  deduct- 
ible and  co-insurance  features  of  Medicare,  eliminate  its  limit  on  the 
length  of  covered  hospitalization,  and  extend  coverage  to  drugs  and 
dental  care. 

There  is  no  doubt  that  under  comprehensive  insurance  no  one 
would  be  deprived  of  needed  care  because  of  inability  to  pay  or  suffer 
any  financial  hardship  because  of  unpredictable  illness.  In  terms  of  our 
other  criteria,  however,  such  plans  must  be  judged  unacceptable. 

Although  comprehensive  insurance  would  remove  the  current  in- 
centive for  patients  to  use  in-patient  rather  than  ambulatory  care,  it 
would  not  introduce  any  positive  incentives  for  the  efficient  use  of 
resources.  Whatever  cost  consciousness  still  exists  among  patients, 
doctors,  and  administrators  would  be  removed.  There  would  be  no 
incentive  to  limit  the  rising  cost  of  hospital  care,  to  use  paramedical 
personnel  more  widely,  or  to  produce  physicians'  services  more  effi- 
ciently. With  all  bills  paid  by  the  government,  nothing  would  limit 
the  rise  in  hospital  wage  rates  and  physicians'  incomes.  In  such  a 
situation  the  government  would  be  forced  to  introduce  direct  controls 
and  producer  incentives  in  an  attempt  to  contain  costs. 

Detailed  controls,  fee  schedules  and  limits  on  hospital  charges 
miaht,  of  course,  prevent  rising  costs,  but  the  experience  of  Canada, 
Britain  and  Sweden  suggests  that  health  costs  rise  very  rapidly  even 
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in  government  health  programs  with  extensive  direct  controls.  Such 
controls  would  not  achieve,  and  might  actually  work  against,  an 
efficient  use  of  health  resources.  They  would  certainly  require  a  large 
number  of  arbitrary  policy  decisions  and  engender  the  hostility  of 
the  basic  providers.  Such  arbitrary  decisions  pose  a  more  serious 
problem  than  may  be  generally  recognized:  What  is  a  "reasonable" 
level  of  hospital  daily  cost?  At  what  rate  should  hospitals  improve 
facilities,  add  staff,  raise  the  level  of  amenities?  How  many  beds 
should  there  be  per  thousand  population?  How  much  should  differ- 
ent medical  specialists  earn?  These  are  not  technical  questions  that 
can  be  answered  "objectively"  if  only  enough  research  were  done- 
they  involve  tastes  and  value  judgments  about  the  relative  desirability 
of  different  goods  and  services. 

Finally,  even  if  expenditures  were  not  to  rise,  the  provision  ol 
comprehensive  insurance  would  require  a  substantial  tax  increase: 
over  $20.5  billion  to  replace  current  private  expenditure  on  physician 
and  hospital  services  and  an  additional  $13.3  billion,  if  drugs  and 
personal  health  care  were  to  be  included. 

Comprehensive  insurance  would  thus  shift  the  problem  of  the 
health  care  sector  to  a  conflict  between  cost  inflation  and  controls. 
No  matter  where  the  balance  between  these  was  struck,  there  would  be 
no  natural  incentive  to  efficiency  and  a  large  government  expenditure 
to  be  paid  for  by  higher  taxes. 

My  proposal  is  extremely  simple:  maior  risk  insurance  (MRI)  and 
government  guaranteed  postpayment  loans.  Every  family  would  re- 
ceive a  comprehensive  insurance  policy  with  an  annual  direct 
expense  limit  (i.e.,  deductible)  that  increased  with  family  income. 
A  $500  "direct  expense  limit"  means  that  the  family  is  responsible 
for  the  first  $500  of  medical  expenses  per  year  but  pays  no  more  than 
$500  no  matter  how  large  the  year's  total  medical  bills.  Different 
relations  between  family  income  and  the  direct  expense  limit  are 
possible.  For  example,  the  expense  limit  might  start  at  $300  per  year 
for  a  family  with  income  below  $3000,  be  equal  10  per  cent  of  family 
income  between  $3000  and  $8000,  and  be  $800  for  incomes  above 
that  level.  The  details  of  the  schedule  are  unimportant  at  this  point. 
The  key  feature  is  an  expense  limit  that  is  large  in  comparison  to 
average  family  spending  on  health  care  but  low  relative  to  family 
income.  The  availability  in  addition  of  government  guaranteed  loans 
for  the  postpayment  of  medical  bills  would  allow  families  to  spread 
expenditures  below  the  expense  limit  over  a  period  of  a  year  or  even 
more.4 

Major  risk  insurance  is  the  most  important  type  of  health  care  in- 
surance for  the  government  to  provide.  It  concentrates  government 
effort  on  those  families  for  whom  medical  expenses  would  create 
financial  hardship  or  prevent  appropriate  care.  Because  relatively  few 
families  have  such  large  expenditures  in  any  year,  MRI  need  not  be 
a  very  costly  program.  Moreover,  as  explained  below,  MRI  is  likely 
to  help  limit  the  inflation  of  medical  costs.  In  terms  of  our  six  criteria, 
these  are  the  advantages  of  the  MRI  plan: 

(1)  Deprivation  oj  care. — If  the  maximum  annual  expenditure  on 
health  would  be  limited  to  ten  per  cent  or  less  of  f amily  income,  no 
family  would  be  deprived  of  care  because  of  inability  to  pay.  (If  it 
is  believed  that  certain  preventive  care  and  early  diagnostic  tests 


4  For  a  detailed  discussion  of  postpayment,  see  Robert  Eilers,  "Postpayment  Medical  Expense  Coverage: 
A  Proposed  Salvation  for  Insured  and  Insurer,"  Medical  Care  (May-June  1969). 
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would  not  be  done  as  much  as  is  desirable,  the  MM  policy  could 
be  supplemented  by  specific  coverage  for  these  activities  at  relatively 
little  additional  cost.) 

(2)  Financial  hardship. — MM  would  also  prevent  financial  hardship 
by  limiting  the  financial  risk  to  ten  per  cent  or  less  of  annual  income. 
The  availability  of  government  guaranteed  postpayment  loans  would 
permit  bills  to  be  spread  more  confortably  over  the  year. 

(3)  Cost  inflation. —An  increase  in  insurance  coverage  generally 
exacerbates  the  inflation  of  hospital  costs.  However,  the  universal 
provision  of  MM  might  reduce  hospital  cost  inflation  by  eliminating 
or  at  least  decreasing  the  current  use  of  shallow  coverage  insurance. 
Families  would  have  little  to  gain  from  such  insurance  when  MM 
had  removed  the  risk  of  major  expense.  The  cost  of  an  insurance 
policy  would  be  high  relative  to  the  upper  limit  on  expenses  guaran- 
teed by  the  MM.  The  ensuing  reduction  in  ordinary  insurance  would 
help  to  check  inflation  by  reintroducing  cost  consciousness  and  in- 
centives to  efficient  resource  use. 

Some  figures  and  an  example  will  clarify  these  ideas.  The  table 
below,  which  is  based  on  a  1963  survey  updated  to  1968-69  prices, 
shows  the  distribution  of  family  expenses  for  medical  care. 


Expense 

$0  to  $79    

$80  to  $159       

$160  to  $319      

$320  to  $479      

$480  to  $639.       

$640  to  $799   

$800  to  $1,199     

$1,200  to  $1,599   

$1,600  to  $3,199     

$3,200  and  over      

The  average  family  spending  was  $600,  but  half  the  families  spent 
less  than  $320.  This  uneven  distribution — with  a  high  percentage  of 
the  costs  falling  on  a  relatively  small  proportion  of  the  families — 
suggests  why  MM  would  reduce  the  use  of  ordinary  shallow  coverage. 
An  $800  MM  policy  would  lower  the  average  uncovered  expenditure 
to  approximately  $400.  Although  a  family  could,  therefore,  buy  com- 
prehensive insurance  for  somewhat  more  than  $400,  why  should  they 
pay  for  insurance  protection  when  the  maximum  difference  between 
the  benefits  and  the  premiums  is  a  relatively  small  amount — less 
than  $400? 

The  effect  is  even  stronger  for  families  with  a  lower  MM  limit.  An 
MM  policy  with  a  $320  limit  would  reduce  average  uncovered  ex- 
penditure to  $230.  There  would  be  little  for  a  family  to  gain  by 
paying  a  premium  of  at  least  $230  for  an  insurance  policy  against 
a  maximum  risk  of  only  $320,  especially  if  postpayment  loans  are 
available  to  spread  the  expense. 

The  primary  virtue  that  makes  health  insurance  attractive  today 
is  its  protection  against  the  risk  of  larger  expenses ;  when  this  feature 
is  pre-empted  by  the  MM  policy,  additional  coverage  should  cease 
to  be  attractive.  The  demand  for  additional  insurance  would  therefore 
come  only  from  those  families  that  expected  to  have  higher  than  aver- 
age medical  bills — by  the  families  for  which  the  expected  benefits  were 
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larger  than  the  premium.  But  such  a  process  of  self-selection  would 
raise  premiums,  further  limiting  the  demand  for  insurance.  The  result 
would  be  to  reduce  and  perhaps  eventually  eliminate  the  current 
shallow  coverage. 

This  reduction  implies  that  although  individuals  would  be  pro- 
tected by  MRI  against  major  expenses  for  health  care,  the  vast 
majority  of  payments  for  physician  and  hospital  services  would  not 
be  covered  by  insurance.  Because  most  physician  and  hospital  care 
would  be  paid  for  directly  by  the  patient,  the  inflationary  forces 
i  inherent  in  our  current  insurance  system  would  be  checked.  The 
current  tendency  to  use  insured  hospital  care  instead  of  relatively 
less  expensive  ambulatory  services  would  be  replaced  by  an  incentive 
to  choose  the  most  efficient  combination  of  resources  to  obtain  care: 
ambulatory  care,  paramedical  personnel,  etc.  Although  patients  often 
do  not  have  the  technical  information  to  make  such  choices,  the 
prospect  of  substantial  cost  differences  would  induce  them  to  seek 
their  physician's  advice. 

The  potential  impact  on  hospital  costs  is  substantial.  In  1968  the 
average  daily  cost  in  short-term  voluntary  hospitals  was  approxi- 
mately $70  and  the  average  stay  was  about  eight  days,  implying  a 
total  cost  of  $560.  Under  MRI,  most  families  would  find  a  high  pro- 
portion of  their  bill  not  covered  by  insurance.  Patients  and  doctors 
would,  therefore,  become  more  careful  in  selecting  a  hospital.  Hos- 
pital administrators  would  become  more  cost  conscious  in  order  to 
maintain  demand  for  their  beds  and  to  reduce  the  burden  on  their 
patients.  The  doctors  affiliated  with  a  hospital  would  become  less 
interested  in  cost-increasing  acquisitions  with  little  impact  on  patient 
health  and  more  concerned  to  keep  costs  down  and  obtain  high  value 
for  money  spent  on  new  equipment;  high  costs  would  encourage 
patients  to  seek  a  physician  who  could  provide  care  in  another  hos- 
pital and  in  addition  would  impose  an  extra  burden  on  the  patients 
who  remain  with  them. 

Patients'  desire  to  substitute  ambulatory  care  for  the  more  ex- 
pensive hospital  services  would  increase  the  demand  for  physicians' 
services  and  therefore  tend  to  raise  their  fees.  This  would  be  some- 
what offset  by  a  second  shift  in  demand — from  physician  care  to  care 
by  supervised  paramedical  personnel.  Moreover,  to  the  extent  that 
physicians  have  been  raising  fees  not  merely  in  response  to  the 
pressure  of  demand  but  because  doing  so  imposes  little  or  no  burden 
on  insured  patients,  future  fee  inflation  could  be  expected  to  decrease. 

For  families  that  exceed  their  expense  limit,  MRI  would  be  equiv- 
alent to  comprehensive  insurance.  They  would  therefore  have  no 
incentive  to  limit  their  spending  for  medical  care.5  But  the  basic  cost 
per  day  in  hospitals  would  not  be  determined  b}^  the  willingness  of 
those  relatively  few  families  to  spend  but  rather  by  the  preferences 
of  the  far  larger  number  of  patients  who  would  not  be  reimbursed. 
MRI  insurance  carriers  could  prevent  excesses  in  physicians'  fees  and 
hospital  durations  of  stay  by  requiring  that  the  same  care  be  given 
and  fees  be  charged  to  these  patients  as  to  those  who  are  paying  for 
their  care.  Because  most  medical  services  would  be  paid  for  directly, 
the  standard  of  "customary  charge"  and  "customary  care"  would 
provide  a  meaningful  reference  standard  as  they  currently  do  not. 


5  The  next  section  describes  a  way  of  modifying  the  MRI  principle  to  include  a  coinsurance  feature  thae 
would  substantially  reduce  the  number  of  families  that  exceed  their  expenditure  limit  without  any  increast 
in  the  maximum  financial  burden  for  each  family. 
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In  short,  MM  would  introduce  a  cost  consciousness  and  a  basis 
for  cost  comparison  that  could  improve  efficiency  and  contain  medical 
care  inflation. 

(4)  Tax  burden. — The  cost  to  taxpayers  for  au  MM  program  would 
not  be  large  relative  to  the  benefits  conferred.  The  exact  amount  would 
depend  on  the  particular  schedule  of  deductibles  and  the  overall 
impact  of  the  program  on  utilization  and  unit  costs.  I  estimate  that 
the  cost  per  family  with  an  $800  limit  MM  policy  would  be  $186; 
with  a  $300  policy  limit,  the  cost  would  be  $355.  By  1968-69,  more 
than  half  the  households  had  incomes  over  $8,000  and  would  there- 
fore receive  $800  limit  MM  policies.  If  we  assume  that  55  per  cent 
of  households  receive  $800  limit  policies  and  that  the  remaining  45 
per  cent  are  distributed  evenly  among  $640,  $480  and  $320  limit 
policies,  the  total  cost  of  MM  for  the  population  below  65  years  of 
age  would  be  $13  billion.  Against  this  figure  would  have  to  be  offset 
savings  from  Medicare  and  Medicaid.  Moreover,  the  universal  provi- 
sion of  MM  would  suggest  ending  the  income  tax  deduction  for  med- 
ical expenses,  further  reducing  the  net  cost  of  MM. 

(5)  Administrative  simplicity. — The  MM  insurance  would  be  rela- 
tively simple  and  inexpensive  to  administer.  Survey  data  indicate 
that  less  than  25  per  cent  of  the  families  with  $800  limit  policies 
would  make  any  claim.  Even  among  families  with  $300  limit  policies, 
only  52  per  cent  would  make  claims.  Each  family  that  exceeds  its 
MM  limit  would  submit  only  one  claim  in  a  year.  Additional  families 
could,  of  course,  apply  for  postpayment  loans. 

Reduction  in  the  use  of  shallow  insurance  plans  with  their  vast 
number  of  small  claims  would  permit  a  substantial  saving  in  admin- 
istrative costs.  In  1968-69  private  expenses  for  prepayment  and  ad- 
ministration exceeded  $1.7  billion.  Because  MM  would  act  to  contain 
cost  inflation  and  to  increase  efficiency,  there  would  be  no  need  for 
detailed  controls  or  essentially  arbitrary  policy  decisions.  Planning 
efforts  could  be  concentrated  on  those  problems  that  cannot  be  solved 
by  the  natural  forces  of  supply  and  demand. 

(6)  General  acceptability. — An  MM  scheme  should  be  acceptable  to 
physicians,  hospitals,  and  the  general  public.  It  would  have  the  virtue 
of  providing  full  protection  against  serious  financial  hardship  without 
the  controls  or  fee  schedule  that  would  accompany  other  forms  of 
insurance.  The  current  freedom  of  physicians  and  hospitals  would  be 
preserved.  If  MM  were  administered  by  the  same  insurance  companies 
that  currently  provide  health  insurance,  the  net  effect  would  be  a  small 
increase  in  their  total  premium. 

Coinsurance 

MM  could  be  improved  by  introducing  a  coinsurance  feature  above 
a  basic  deductible.  This  would  make  consumers  cost  sensitive  over  a 
wider  range  of  expenditures  without  increasing  the  maximum  risk  to 
which  they  are  exposed. 

For  example,  the  annual  direct  expense  limit  of  10  per  cent  of  in- 
come could  be  replaced  by  a  basic  deductible  of  five  per  cent  of  income 
followed  by  50  per  cent  coinsurance  for  an  additional  10  per  cent  of 
income.  A  family  with  a  $6000  income  would  thus  be  fully  responsible 
for  the  first  $300  of  medical  expenses  and  half  of  the  next  $600,  imply- 
ing a  maximum  total  payment  of  $600.  The  maximum  total  expendi- 
ture is  thus  the  same  as  for  the  MM  plan  descried  above. 


201 


Although  the  family's  maximum  payment  would  be  unchanged, 
the  co-insurance  would  make  families  cost  conscious  over  a  much 
wider  range  of  expenditures.  With  an  income  of  $8000  or  more,  I  lie 
family  pays  half  of  the  bills  for  expenditures  from  $400  to  $1200. 
Fewer  than  one  family  in  seven  has  expenses  exceeding  this  amount. 
For  lower-income  families  the  effect  is  equally  great:  although  a 
$4800  income  family  would  have  a  40  percent  chance  of  exceeding 
a  $480  expense  limit,  there  is  only  one  chance  in  four  of  exceeding 
the  $720  limit  implied  by  the  50  percent  co-insurance  plan. 

The  co-insurance  variant  of  MRI  would  not  only  have  the  advan- 
tage of  increasing  cost  consciousness  without  raising  the  maximum 
risk;  it  would  also  reduce  the  chance  that  the  family  would  be  required 
to  spend  the  maximum  amount.  For  families  with  incomes  of  $8000 
or  over,  the  risk  of  incurring  net  costs  of  $800  is  reduced  from  one 
chance  in  four  to  one  chance  in  seven.  For  families  with  incomes  of 
$4800,  the  risk  of  spending  $480  is  reduced  from  40  percent  to  25 
percent. 

There  is  only  a  slight  extra  cost  to  the  government  for  this  extra 
protection  and  the  added  cost  consciousness  of  co-insurance.  The  aver- 
age cost  per  family  of  MRI  with  co-insurance  is  $249  compared  to  $233 
without  it.  There  would  be  a  small  increase  in  the  cost  of  administering 
additional  claims.  But  these  extra  costs  would  be  more  than  justified 
by  the  much  greater  cost  consciousness  that  would  be  obtained. 

Some  Questions,  Some  Answers 

The  MRI  and  postpayment  proposal  raises  a  number  of  questions. 
What  would  happen  to  Medicaid  and  Medicare?  How  would  group 
practice,  the  increased  use  of  paramedical  personnel  and  other  improve- 
ments in  efficiency  be  encouraged?  Would  preventive  care  be  neglected? 
What  would  be  the  role  of  area-wide  planning?  This  section  answers 
these  and  related  questions. 

MRI  would  make  Medicaid  unnecessary.  " Medical  indigency"  for 
families  above  the  poverty  line  ($3300  in  1969  for  a  family  of  four) 
would  be  eliminated  by  the  provision  that  health  care  spending  not 
exceed  10  per  cent  of  income.  Families  below  the  poverty  line  who 
are  currently  covered  by  Medicaid  could  be  given  in  addition  to 
the  MRI  policy  a  cash  grant  equal  to  their  expected  health  spending; 
as  noted  above,  with  a  $320  deductible  this  would  be  approximately 
$230.  This  would  leave  the  family  with  little  risk  of  unsubsidized  and 
uncovered  expenditure  (a  maximum  of  about  $90  per  year  for  the 
family),  would  remove  the  distinction  between  welfare  patients  and 
others,  and  would  encourage  these  families  to  have  the  same  cost 
consciousness  in  health  spending  as  the  rest  of  the  population.  This 
method  of  replacing  Medicaid  is  consistent,  both  in  spirit  and  in 
administrative  machinery,  with  the  new  approaches  to  welfare  policy 
such  as  the  Family  Allowance  Plan  and  Negative  Income  Tax,  advo- 
cated by  members  of  both  political  parties.  It  could  alternatively 
be  administered  within  the  framework  of  our  current  welfare  system 
but  without  the  complex  details  of  the  Medicaid  program. 

Because  of  the  special  economic  and  health  problems  of  the  retired 
aged,  it  would  probably  be  best  to  continue  Medicare  in  its  current 
general  form  as  part  of  the  Social  Securit}^  program.  In  the  spirit 
of  the  MRI  proposal,  the  deductibles  in  parts  A  and  B  of  Medicare 
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could  be  increased  and  compensating  amounts  added  to  the  Social 
Security  retirement  benefits.  Even  if  Medicare  is  left  essentially 
unchanged,  its  future  cost  levels  would  be  restrained  by  the  cost- 
conscious  environment  that  MM  would  create. 

A  related  issue  is  raised  by  those  conditions,  such  as  total  chronic 
kidney  failure,  in  which  treatment  costs  several  thousand  dollars  per 
year  and  tens  of  thousands  of  dollars  during  a  single  illness.  MRI 
might  either  include  these  or,  by  imposing  a  ceiling,  leave  their 
financing  to  special  public  programs  and  private  health  insurance  as 
at  the  present.  The  appropriate  solution  to  this  delicate  social  prob- 
lem lies  outside  the  scope  of  this  essay. 

Organizational  changes  that  might  increase  the  efficiency  with 
which  medical  care  is  produced,  such  as  group  practice  and  the  use 
of  paramedical  personnel,  would  be  encouraged  under  MRI  by  the 
natural  pressure  from  patients  to  obtain  care  at  lower  cost.  A  spe- 
cially trained  pediatric  nurse  or  other  paramedical  worker,  capable 
of  providing  the  same  quality  of  care  currently  rendered  by  physi- 
cians but  at  lower  cost,  would  be  easier  to  incorporate  into  our  sys- 
tem of  medical  care  if  patients  have  an  incentive  to  keep  costs  down 
than  if,  because  of  comprehensive  insurance,  they  can  request  the 
more  expensive  physician  care  at  little  or  no  cost  to  themselves. 
Similarly,  if  group  practice  is  a  more  efficient  way  to  produce  medical 
care,  demand  for  this  type  of  service  would  grow  as  lowTer  costs  are 
passed  on  to  patients  in  the  form  of  lower  fees.  Comprehensive  pre- 
paid group  practice  could  easily  be  incorporated  into  an  MRI  system 
by  allowing  families  to  apply  the  actuarial  value  of  their  MRI  policies 
against  the  annual  charge  of  the  prepaid  group. 

The  increased  reliance  on  individual  preferences  and  the  market 
mechanism  made  possible  by  MRI  would  not  completely  eliminate 
the  need  for  area-wide  planning.  A  variety  of  decisions — the  location 
of  expensive  diagnostic  and  treatment  equipment,  the  investment  in 
long-lived  hospital  facilities,  the  training  of  specialized  personnel — 
might  still  be  improved  b}^  such  coordination.  But  the  behavior  of 
patients  who  are  paying  for  a  large  portion  of  their  medical  care  would 
help  to  guide  these  planning  decisions  and  would  act  as  a  long-run 
check  on  their  appropriateness.  Moreover,  the  MRI  system  would 
leave  to  the  market  those  decisions  that  planners  would  have  to 
make  if  a  high  proportion  of  expenses  were  reimbursed  by  insurance: 
What  is  the  "right"  level  of  hospital  cost  per  patient  day?  What  is 
the  "appropriate"  charge  for  different  doctors'  services?  How  much 
"should"  doctors  in  different  specialties  earn?  In  short,  area- wide 
planning  would  be  able  to  concentrate  on  the  problems  that  cannot 
be  solved  by  the  natural  forces  of  supply  and  demand. 


10.  HEALTH  CARE  COST* 


Health  care  costs  represent  more  than  financial  questions.  Wide- 
spread anxiety  and  considerable  criticism  are  increasingly  articulated 
about  the  sharp  increases  in  price  and  the  fact  that  health  services 
are  consuming  a  steadily  larger  share  of  our  incomes.  It  is  true  thai 
the  phenomenon  has  reached  proportions  to  make  it  a  serious  national 
problem.  Cost  experience  is  not,  however,  an  independent  or  isolated 
happening.  It  informs  us  not  only  of  how  much  we  are  pajdng.  If 
viewed  analytically,  cost  data  can  serve  as  essential  signals  and  in- 
dicators respecting  virtually  all  issues  in  the  organization,  financing, 
and  delivery  of  health  care. 

When  prices  evidence  highly  unusual  or  inconsistent  patterns,  they 
are  usually  signs  of  maladjustment  between  supply  and  demand.  Such 
maladjustment  may  merely  represent  a  temporary  transitional  period 
toward  a  changed  level  of  stability,  or  it  may  bespeak  more  profound 
structural  inadequacies  which  may  not  be  self-correcting.  Unit  price 
and  other  cost  data  will  not  in  themselves  reveal  all  the  complex  causes, 
and  surely  not  the  solutions.  But  if  their  signals  are  properly  observed, 
they  can  tell  us  when  and  where  there  is  trouble  that  needs  attending. 

Our  recent  history  has,  in  fact,  moved  in  accordance  with  such  a 
pattern.  Public  concern  was  first  expressed  in  reaction  to  the  stagger- 
ing inflation  of  prices,  an  inflation  unmatched  in  intensity  and  dura- 
tion. It  was  this  experience,  and  its  attendant  resentments,  that  focused 
an  unprecedented  bright  spotlight  on  the  health  care  industry.  Once 
the  glare  began  to  penetrate  the  many  recesses  of  this  complex  field, 
it  appeared  to  reveal  an  array  of  alleged  difficulties:  a  delivery  system 
(or  "non-system"  as  it  is  often  called)  fraught  with  inefficiency,  obso- 
lete arrangements,  inequities,  and  waste — all  increasingly  criticized  by 
the  professionals  as  well  as  laymen,  but  apparently  intractable  to  quick 
or  obvious  reform. 

Indicative  of  the  heights  of  public  policy  to  which  the  broad  issue 
has  advanced,  on  July  10,  1969,  the  President  of  the  United  States 
forecast  over  national  television  a  "massive  crisis"  in  health  care 
within  the  next  two  or  three  years  unless  prompt  action  were  taken. 
The  occasion  was  his  receipt  of  a  White  House  report  on  health  care 
needs  from  the  Secretary  of  Health,  Education,  and  Welfare  and  the 
Assistant  Secretary  for  Health  and  Scientific  Affairs,  which  stated, 
"This  nation  is  faced  with  a  breakdown  in  the  delivery  of  health  care 
unless  immediate  concerted  action  is  taken  by  Government  and  the 
private  sector." 
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The  two  phenomena- — high  costs  and  a  disjointed  or  inadequate 
delivery  system — nurture  one  another.  The  now  common  awareness  of 
the  relationship  has  resulted  in  a  considerably  higher  level  of  sophisti- 
cation in  health  care  cost  discussions  than  was  prevalent  only  a  few 
years  ago.  It  has  become  clear  to  most  critics  that  the  problem  will 
not  be  met  successfully  by  dependence  on  arbitrary  price  fixing,  price 
ceilings,  or  any  instruments  exclusively  directed  to  dollar  controls, 
although  such  devices  are  not  to  be  disregarded.  Their  concern  has 
been  drawn  increasingly  to  the  delivery  system,  its  productivity,  its 
adequacy,  and  effectiveness.  This  has  enhanced  quality  consciousness, 
sensitivity  to  the  wide  variations  in  value  of  particular  services — a 
problem  gradually  being  shorn  of  the  veil  of  professional  mystique. 

In  short,  it  was  the  highly  visible,  widely  felt,  cost  pressure,  initially 
generating  only  price  complaints,  that  now  more  than  any  single 
stimulus  has  made  public  issues  of  virtually  all  elements  in  the  or- 
ganization and  financing  of  health  care.  All  these  elements,  and  the 
degree  of  their  effectiveness,  find  expression  in  the  costs  of  service. 
The  movement  is  a  rational  response  to  the  inevitable  question :  What 
are  we  getting  for  our  money? 

National  Expenditure  for  Health  Care 

Total  expenditures  for  health  care  in  the  fiscal  year  ending  June  30, 
1969,  continued  their  long  rapid  increase  and  reached  $60.3  billion. 
Total  outlays  rose  $6.4  billion,  or  12  per  cent,  in  one  year.  Per  capita 
expenditures,  which  reached  $294,  were  almost  four  times  as  large  as 
in  fiscal  year  1949-50,  averaging  an  increase  of  7.2  per  cent  each  year. 

Health  expenditures  have  for  a  long  time  been  rising  faster  than 
the  nation's  total  output  of  goods  and  services.  (See  Table  I.)  In  fiscal 
year  1949-50,  health  outlays  were  4.6  per  cent  of  gross  national  prod- 
uct; by  1968-69  they  were  6.7  per  cent.  In  19  years  health  care  en- 
larged its  share  of  GNP  by  46  per  cent,  in  40  years  by  86  per  cent. 
It  must  be  remembered  that  the  American  economy  has  been  expand- 
ing virorougly,  eightfold  in  the  last  40  years.  Even  if  health  expend- 
itures had  remained  in  a  constant  relationship  to  the  rest  of  the 
economy,  they  would  have  experienced  a  substantial  stead}^  growth. 
But  the  rate  at  which  health  outlays  have  been  outpacing  GNP  has 
been  accelerating.  Expenditures  may  approach  10  percent  b}^  the  end 
of  the  seventies. 

Many  factors  have  contributed  to  this  spectacular  growth,  including: 
a  continuous  enlargement  of  demand  for  health  services,  recently 
augmented  by  a  sizeable  expansion  of  government  financing;  new 
methods  of  financing,  including  the  steady  growth  of  health  insurance; 
scientific  and  technological  advances;  and  extraordinarily  large  in- 
creases in  health  care  prices. 

From  the  end  of  World  War  II  to  1966  government  outlays  hovered 
steadily  around  25  per  cent  of  total  expenditures  for  health.  Expendi- 
tures of  both  the  public  and  private  sectors  were  increasing  rapidly, 
but  at  about  the  same  rate.  Within  the  public  sector,  state  and  local 
governments  were  spending  more  than  the  federal  government.  The 
inauguration  of  major  health  programs  in  1966,  particularly  Medicare 
and  Medicaid,  altered  these  relationships.  Public  expenditures  reached 
$22.6  billion  in  fiscal  year  1969  and  represented  37.5  per  cent  of  the 
total.  Of  this  amount  about  two-thirds  was  federal  money. 
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Private  health  insurance  was  a  $1.2  billion  annual  business  in  1950. 
In  fiscal  year  1969,  it  accounted  for  $13.5  billion,  of  which  $11.7  billion 
went  for  health  care  and  the  remainder  to  administration  and  over- 
head. Insurance  benefits  met  22  per  cent  of  all  personal  health  care 
expenditures  and  35  per  cent  of  private  and  personal  care  expenditures. 

The  relative  roles  of  major  sources  of  expenditures  have  been  signifi- 
cantly altered  in  recent  years.  For  example,  in  fiscal  year  1949-50 
private  funds  accounted  for  75  per  cent  of  all  health  expenditures,  of 
which  consumer  direct  outlays  represented  59  per  cent  insurance  pay- 
ments (including  expenses  for  prepayment)  only  10  per  cent,  and  the 
remainder,  mainly  philanthropy,  was  6  per  cent.  By  fiscal  1968 — 69 
the  relative  position  of  private  funds  declined  to  62  percent,  of  which 
consumer  direct  payments  were  35  per  cent,  insurance  22  per  cent, 
and  all  other  5  per  cent. 

Types  of  Expenditure 

There  has  been  a  substantial  shift  in  the  distribution  of  expendi- 
tures among  different  types  of  services,  reflecting  the  changing  tech- 
nology of  care.  Until  the  end  of  the  thirties,  physicians'  services 
accounted  for  the  largest  single  share.  By  1940  hospitals  had  moved  in 
front  and  they  have  increased  their  share  steadily  since.  Between  1940 
and  1968  hospitals  moved  from  26  per  cent  to  36  per  cent  of  the  health 
dollar.  (Up  to  this  point  data  have  been  presented  for  fiscal  years.  In 
the  ensuing  discussion,  the  figures  are  for  calendar  years.)  Primarily 
as  a  consequence  of  extraordinary  increases  in  hospital  expenditures, 
resulting  from  both  the  exceptionally  high  rise  in  hospital  prices  and 
increased  use,  most  of  the  other  categories  have  declined  propor- 
tionately. Physicians  in  private  practice  moved  from  25  per  cent  to  20 
per  cent;  dentists  from  11  per  cent  to  6  per  cent.  However,  some  cate- 
gories have  increased  significantly  indicating  other  changing  emphases 
in  health  care.  Nursing  home  care,  which  was  too  small  to  be  reported 
in  1940,  amounted  to  4  per  cent  of  the  total  in  1968.  Medical  research, 
for  which  a  virtually  negligible  sum  was  spent  in  1940,  moved  up  to  3 
per  cent. 

The  relation  of  private  and  public  outlays  varies  greatly  among 
the  different  services.  Half  of  the  public  funds  expended  for  health 
care  in  1968  went  for  hospital  care,  but  only  three-tenths  of  the  private 
money  was  spent  for  this  purpose.  Nursing  home  care  accounted 
for  less  than  2  per  cent  of  private  expenditures,  but  8  per  cent  of 
public  outlays.  On  the  other  hand,  16  per  cent  of  the  private  health 
dollar  was  spent  for  out-of-hospital  drugs,  but  only  1  per  cent  of  the 
public  funds. 

Elements  of  Cost 

Part  of  the  steady  increases  in  total  national  expenditures  is  at- 
tributable to  the  growth  of  population.  This  factor  is  readily  eliminated 
by  presenting  expenditures  on  a  per  capita  basis.  An  average  of  $29 
was  spent  for  every  man,  woman  and  child  in  the  population  in  1940; 
$147  in  1960;  and  $280  in  1968.  This  indicates  an  increase  of  865  per 
cent  over  29  years,  90  per  cent  for  the  last  eight  years. 

Changing  prices  contributed  greatly  to  this  rise.  This  factor  can 
be  eliminated  by  converting  per  capita  expenditures  for  each  year 
to  constant  1968  dollars  by  means  of  the  medical  care  component  of 
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the  Consumer  Price  Index.  Per  capita  constant  dollars  spent  more 
than  tripled  from  1940  to  1968;  increased  70  per  cent  between  1950 
and  1968;  and  42  per  cent  from  1960. 

This  increase  represents  in  large  part  a  growth  in  per  capita  utiliza- 
tion of  health  services.  Part  of  it  may  also  indicate  higher  quality  of 
care,  although  much  of  this  factor  may  be  reflected  in  the  price  level 
which  has  already  been  accounted  for.  Thus  utilization  appears  to 
show  an  average  annual  increase  of  3  per  cent  since  1950  and  4  per 
cent  since  1960,  both  impressive  compounded  rates. 

The  reasons  for  increased  demand  despite  escalating  price  levels  arc 
multiple.  Larger  incomes  is  one  factor,  but  the  demand  has  grown 
far  greater  than  income  alone  could  explain.  Other  contributing 
factors  include:  changing  demographic  composition,  such  as  the 
relative  increase  of  women  in  population,  especially  at  older  ages; 
the  higher  educational  levels  and  resulting  greater  health  conscious- 
ness; urbanization  of  the  population;  a  shift  in  morbidity  patterns 
from  predominance  of  acute  episodic  illness  to  more  expensive  long- 
term  ailments;  increased  public  support  of  health  care  for  the  poor; 
and  growth  of  insurance  and  other  third-party  payments.  Perhaps  the 
single  most  important  element  has  been  the  spectacular  advance  in 
medical  technology,  which  within  this  century  revolutionized  medical 
care  from  a  service  of  generally  dubious  efficacy  to  one  regarded  as 
a  life-saving  and  life-enhancing  essential. 

Whatever  the  relative  mix  of  these  and  other  factors,  Americans  are 
conspicuously  expressing  their  desire  for  more  and  improved  health 
services,  pressing  against  a  supply  that  appears  to  have  fallen  far 
behind  in  quantity  or  structural  adequacy,  or  both.  Prominent  among 
the  frustrations  that  have  accompanied  the  growing  demand  is  spiraling 
prices.  As  we  have  noted,  much  of  the  large  increase  in  per  capita 
expenditures  was  washed  away  by  price  inflation. 

Despite  substantial  growth  in  individual  use  of  services,  price  rise 
has  been  a  greater  factor  in  increasing  cost  during  the  post  World 
War  II  period.  Its  comparative  importance  has  grown  larger  in 
recent  years.  Professor  Victor  Fuchs  has  reported  the  complex  matter 
in  perhaps  its  simplest  form  with  a  computation  showing  that  for 
the  twenty-year  period  ending  1966,  prices  increased  at  an  annual 
rate  of  3.7  per  cent  while  use  per  capita  rose  2.7  per  cent.  In  the  same 
period  he  calculates  that  per  capita  income  increased  2.3  per  cent 
while  per  capita  expenditures  for  health  services  grew  6.4  per  cent  a 
year. 

The  most  exhaustive  recent  analysis  examines  separately  each  of  the 
three  major  categories  of  expenditure  (short-term  voluntary  hospital 
care,  plrysicians'  services,  and  dental  services),  and  applies  appropriate 
measures  of  price  increases  to  each  category.  Acknowledging  the  short- 
comings of  available  data,  the  authors  (Herbert  Klarman,  Dorothy  P. 
Rice,  Barbara  S.  Cooper,  H.  Louis  Stetler,  in  a  paper  presented  to 
the  American  Public  Health  Association,  November  11,  1969)  show 
that  over  the  long  period,  1929-68,  prices  contributed  one-half  the 
increase  in  expenditures,  population  growth  about  one-sixth,  and 
per  capita  use  (which  includes  the  quality  of  services)  about  one-third. 

The  depression  period,  1929-40,  was  the  only  time  when  prices 
played  a  less  significant  role  than  per  capita  use;  both  declined  in 
that  period.  During  the  three-year  period  1965-68,  population  ac- 
counted for  9  per  cent  of  growth  in  total  expenditures,  per  capita  use 
for  17  per  cent,  while  increased  prices  were  responsible  for  74  per  cent 


208 


The  picture  varies  among  the  three  services.  During  the  period 
1929-68,  the  increase  in  prices  accounted  for  61  per  cent  of  the  growth 
in  short-term  hospital  expenditures.  In  recent  years,  1965-68,  the 
relative  contribution  of  the  price  increase  has  been  much  greater, 
82  per  cent.  Over  the  long  period  price  rises  accounted  for  39  per 
cent  of  the  increase  in  expenditures  for  physicians'  services.  In  recent 
years  they  have  been  responsible  for  between  50  and  75  per  cent  of 
the  increased  cost.  For  dental  services,  price  rises  accounted  for  44 
per  cent  of  the  increase  in  total  expenditures  for  the  long  period 
and  for  about  54  per  cent  in  the  recent  period. 

Price  Movements 

Of  course,  prices  have  been  going  up  everywhere.  Price  rise  in  the 
general  economy  has  contributed  to  the  inflation  of  medical  prices. 
But  the  differential  between  general  price  and  health  care  price  in- 
creases during  the  past  two  decades  has  been  pronounced  and  per- 
sistent. From  1946  to  1969  medical  care  prices  advanced  155  per  cent 
while  the  index  of  all  prices  advanced  88  per  cent,  an  average  annual 
increase  of  4.2  per  cent  versus  2.8  percent.  By  far  the  major  influence 
was  hospital  daily  service  charges,  which  increased  592  per  cent,  almost 
seven  times  as  fast  as  all  prices  and  almost  five  times  as  fast  as  all 
services  in  the  Consumer  Price  Index. 

For  years  it  was  optimistically  said  that  this  was  in  large  part  a 
catching-up  process,  since  medical  prices  had  fallen  behind  other 
prices  during  the  Great  Depression  and  hospital  wages  were  making 
up  their  lag  behind  other  wage  scales.  After  a  reasonable  period, 
the  argument  ran,  we  could  expect  a  levelling  out,  and  medical  price 
increases  would  then  be  generally  consistent  with  other  price  move- 
ments. The  prediction  has  proved  invalid.  In  recent  years,  as  Table  II 
demonstrates,  the  differential  has  actually  widened  significantly.  The 
year  1969  was  an  exception  because  general  prices  experienced  an 
extraordinary  inflation  of  5.4  per  cent.  But  even  then  medical  care 
prices  rose  more  sharply,  6.9  per  cent. 

Cost  measurement  and  price  indexes  in  the  health  field  are  far 
from  precision  instruments  and  can  be  easily  faulted  conceptually 
and  technically,  but  the  magnitude  and  consistency  of  the  rises  shown 
by  every  available  measure  are  so  generally  uniform  and  so  great 
that  they  cannot  be  explained  away  by  statistical  shortcomings,  and 
there  can  be  little  doubt  about  the  validity  of  the  general  trends 
indicated. 

TABLE  II.— CONSUMER  PRICE  INDEX  AND  SELECTED  MEDICAL  COMPONENTS;  SELECTED  YEARS,  1946-68;  AVERAGE 
ANNUAL  INDEXES  AND  PERCENTAGE  CHANGES  (1957-59=100) 

Price  index  Average  annual  percentage  change 

Type  of  expenditure  1946      1960      1965      1967.     1968      1969   1946-60   1969-65   1965-69  1968-69 


CPI,  all  items   68.0  103.1  109.9  116.3  121.2  127.7  3.0  1.3  3.8  5.4 

Less  medical  care                0)  102.8  109.1  115.0  119.7  126.1  O)  1.2  3.7  5.3 

CPI,  all  services..   63.9  105.6  117.8  127.7  134.3  143.7  3.7  2.2  5.1  7.0 

Less  medical  services....       (i)  106.2  116.2  124.7  130.8  139.7  <i)  1.8  4.7  6.8 

Medical  care,  total   60.7  108.1  122.3  136.7  145.0  155.0  4.2  2.5  6.1  6.9 

Medical  care  services....  58.4  109.1  127.1  145.6  156.3  16&.9  4.6  3.1  7.4  8.1 
Hospital  daily 

service  charges...  37.0  112.7  153.3  200.1  226.6  256.0  8.3  6.3.  13.7  13.0 

Physicians' fees   66.4  106.0  121.5  137.6  145.3  155.4  3.4  2.8  6.4  7.1 

Dentists' fees   67.0  104.7  117.6  1  27.5  134.5  143,9  3.2  2.4  5.2  7.0 

Drugs  and  prescriptions  2_  74.6  102.3  98.1      97.9  98.1  99.2  2.3  .8  .3  1.1 


1  Notavailable. 

*  Index  base  for  prescriptions,  March  1960;  for  over-the-counter  items,  December  1963. 
Source:  U.S.  Bureau  of  Labor  Statistics. 
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Health  Insurance 

Significant  steps  have  been  taken  to  spread  the  risks  and  thus  re- 
duce the  individual  burdens  of  high  costs,  particularly  through  the  de- 
velopment of  private  health  insurance  and  government  programs.  Pri- 
vate health  insurance  is  mainly  a  post  World  War  II  development, 
given  considerable  impetus  by  the  threat  of  President  Truman's  pro- 
posal for  compulsory  national  health  insurance.  Its  growth  was  spec- 
tacular during  the  fifties.  Currently,  about  four-fifths  of  the  population 
under  age  65  have  some  form  of  private  health  insurance,  although  with 
widely  varying  degrees  of  protection. 

The  Medicare  program  relieved  insurance  carriers  of  the  almost 
prohibitive  task  of  adequately  insuring  the  aged,  a  high-cost  low- 
income  population.  The  apparent  inability  of  the  insurance  industry 
to  successfully  reach  remaining  portions  of  the  low-income  popula- 
tion continues  to  be  an  important  unresolved  issue.  Twenty  per  cent 
of  the  civilian  population  was  still  wholly  unprotected  in  1968.  That 
represented  more  than  36  million  persons.  A  disproportionate  number 
were  among  the  poor  and  among  children. 

The  proportion  of  people  protected  varies  directly  with  income  class 
and,  except  at  higher  income  levels,  with  age.  Ninety-two  per  cent  of 
persons  in  families  with  incomes  of  $10,000  or  more  had  some  in- 
surance in  1968,  but  only  36  per  cent  of  those  in  families  with  incomes 
under  $3000  and  57  per  cent  in  families  with  incomes  between  $3000 
and  $5000.  Only  75  per  cent  of  all  children  under  age  17  were  covered 
by  some  insurance.  In  families  with  less  than  $3000  income  only  23 
per  cent  of  the  children  had  coverage;  in  families  with  $3000  to  $5000 
income  it  was  49  per  cent.  It  is  generally  agreed  that  a  great  deal  more 
could  be  done  to  correct  this  situation. 

INSURANCE  PROTECTION  MEAGER 

The  relatively  high  numbers  of  persons  with  some  insurance  can 
easily  produce  false  comfort.  The  protection  for  most  people  is  rela- 
tively meager.  The  rise  of  third-party  payments  in  recent  years  has 
resulted  mainly  from  government  expenditures.  Government  payments 
as  a  proportion  of  personal  health  care  expenditures  grew  from  21 
per  cent  in  1965  to  35  per  cent  in  1968.  Consequently,  the  portion  paid 
by  private  health  insurance  declined,  from  25  per  cent  to  23  per  cent. 
Direct  consumer  payments  represented  41  per  cent  of  the  total  in  1968. 

Probably  a  more  informative  comparison  is  the  relative  role  of 
insurance  in  total  consumer  expenditures  for  personal  health  care, 
omitting  all  government  outlays.  Insurance  met  32  percent  of  con- 
sumer expenses  in  1965  and  36  per  cent  in  1968.  Out-of-pocket  pay- 
ments were  still  producing  about  two-thirds  of  consumer  expenditures. 
Insurance  payments  were  heavily  skewed  among  different  services. 
Insurance'  benefits  met  74  per  cent  of  consumer  expenditures  for  hos- 
pital care,  38  per  cent  of  those  for  physicians'  services,  and  a  mere 
4  per  cent  for  all  other  types  of  care.  (Some  expenditures  for  personal 
health  care  probably  should  not  be  covered  by  insurance,  such  as 
expenditures  for  nonprescribed  drugs  and  the  cost  of  private  room 
accommodations  when  not  medically  necessaiy.  It  has  been  estimated 
by  Louis  S.  Reed  in  the  Social  Security  Bulletin,  December  1969,  that 
if  such  expenditures  were  deducted  from  consumer  health  expenditures, 
the  proportion  of  the  remainder  then  met  by  insurance  would  be 
three  or  four  percentage  points  higher.) 
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Insurance  has  greatly  improved  access  to  medical  care,  especially 
for  employed  workers  and  their  families,  since  the  large  majority  of 
protection  is  bought  through  employee-benefit  group  insurance  plans. 
By  increasing  the  total  volume  of  money  available  as  well  as  spreading 
payments  over  a  larger  population  and  a  sharing  of  costs  by  employers, 
health  insurance  has  brought  the  benefits  of  modern  medicine  to  a 
far  greater  number  of  people  than  would  otherwise  have  been  possible. 
It  has  also  been  a  financial  boon  to  providers  of  services.  But  the  large 
achievements  of  health  insurance  have,  with  the  passage  of  time  and 
changing  conditions,  also  developed  a  host  of  serious  difficulties.  Its 
future  has  begun  to  appear  somewhat  uncertain.  Its  own  successes 
contributed  to  the  rising  public  expectations  that  it  is  now  having 
difficulty  meeting.  The  cost  crisis  it  helped  stave  off  in  the  past  appears 
to  be  catching  up  with  it. 

To  meet  public  expectations  and  needs,  the  insurance  industry  will 
have  to  find  means  to  enroll  a  larger  proportion  of  the  population, 
particularly  to  reach  relatively  lower  income  classes  more  effectively. 
It  has  become  clear  that  Medicaid  type  of  welfare  programs  now 
require  encompassing  too  large  a  segment  of  the  population  to  permit 
administrative  effectiveness  or  public  acceptance.  Medical  indigence 
has  proved  to  be  far  more  widespread  than  was  assumed  a  few  }^ears 
ago. 

BROADER  BENEFITS  NEEDED 

One  of  the  most  serious  challenges  to  health  insurance  is  the  need 
for  more  comprehensive  benefits,  covering  a  larger  proportion  of 
family  medical  costs.  The  problem  has  two  phases.  For  a  long  time 
health  insurance  has  been  widely  accused  of  aggravating  cost  inflation 
by  its  imbalance  in  benefit  coverage,  which  was  originally  concentrated 
almost  entirety  on  hospital  care  and  contributed  to  inappropriate  and 
expensive  patterns  of  utilization.  Since  people  were  covered  for  ex- 
penses incurred  in  a  hospital,  but  not  for  care  outside,  a  strong  tend- 
enc}^  developed  for  use  of  hospitals  even  when  care  of  a  less  expensive 
kind  was  equally  or  more  appropriate.  Despite  recent  progress  in  de- 
velopment of  policies  designed  to  render  broader  protection,  the  major 
emphasis  still  remains  on  services  provided  in  a  hospital,  and  am- 
bulatory care  remains  relatively  uncovered.  While  no  definitive  data 
are  available,  it  is  probable  that  over  80  percent  of  all  insurance 
benefits  are  paid  for  hospital-related  care.  Physicians  also  point  out 
that  restrictive  health  insurance  may  have  deleterious  effects  on  the 
quality  of  care. 

The  second  phase  of  the  problem  is  in  the  allegation  that  not  only 
does  the  lack  of  comprehensive  coverage  cause  unbalanced  and  expen- 
sive patterns  of  utilization,  but  that  it  makes  unfeasible  an  adequate 
level  of  overall  protection.  Very  large  segments  of  personal  health 
care  costs  now  generally  fall  in  uncovered  categories.  As  indicated 
earlier,  private  health  insurance  meets  only  four  percent  of  consumer 
expenditures  for  all  health  services  other  than  those  for  hospital  care 
and  physicians'  service.  The  physicians'  services  included  in  most 
policies  do  not  cover  office  or  home  visits. 

Although  consumers  have  been  rapidly  increasing  their  expenditures 
for  health  insurance,  the  proportion  of  consumer  expense  met  by 
insurance  has  advanced  at  a  very  slow  pace.  In  the  past  decade  the 
increase  has  averaged  slightly  more  than  one  percentage  point  a  year 
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and,  as  we  have  already  noted,  the  1968  figure  is  only  a  little  more  than 
a  third  of  consumer  expenditures.  At  that  rate,  it  would  require  another 
30  years  before  some  two-thirds  of  consumer  expenditures  would  be 
covered,  a  goal  that  most  experts  regard  as  reasonable.  The  benefits 
available  to  Medicare  beneficiaries  are  far  more  extensive  than  those 
currently  available  to  most  people  with  private  insurance.  The  in- 
adequacy of  private  insurance  has  thus  become  more  conspicuous  and 
vulnerable. 

Several  high-level  study  commissions  have  recommended  legislative 
action  to  require  a  minimum  range  of  benefits  in  all  health  insurance 
sold.  Some  leaders  of  the  industry  have  recognized  the  seriousness  of 
the  problem  and  are  now  increasingly  urging  insurers  to  make  policies 
more  comprehensive,  to  place  more  emphasis  on  their  coverage  on 
ambulatory  care,  and  to  relate  their  coverage  to  the  encouragement 
of  preventive  services. 

However,  insurance  is  also  a  victim  of  medical  price  inflation.  If 
carriers  are  to  broaden  the  range  of  benefits,  they  must  raise  premiums. 
If  to  meet  rising  prices,  premiums  must  be  raised  ten  per  cent  or  more 
each  year  just  to  finance  the  same  package  of  benefits  (the  services 
that  most  health  insurance  cover  have  been  experiencing  the  greatest 
degree  of  price  inflation),  it  obviously  becomes  that  much  more 
difficult  to  tack  on  still  higher  premiums  for  enlarged  benefits,  In 
fact,  there  is  evidence  that  some  carriers  are  being  forced  to  retreat; 
deductibles  and  coinsurance,  which  add  to  consumers'  out-of-pocket 
expenses,  are  becoming  more  common,  even  though  carriers  are  aware 
that  this  opens  up  another  set  of  complications. 

Nonetheless  there  is  considerable  evidence  to  indicate  that  when 
consumers  are  given  a  choice,  they  will  select  broader  coverage.  This 
is  particularly  true  when  an  employer  shares  the  cost. 

REDUCE  INSURANCE  COSTS  AND  EXPAND  ENROLLMENT 

There  are  a  number  of  possible  steps  the  industry  could  take  both 
to  reduce  the  cost  of  insurance  and  enhance  the  chances  of  expand- 
ing enrollment.  Of  the  1968  gross  total  enrollment  in  health  insurance 
(the  gross  includes  a  substantial  number  of  duplicating  policies  held 
by  the  same  persons),  some  21  per  cent  held  individual  policies  sold 
by  insurance  companies.  Premiums  paid  by  individual  policy  holders 
represented  over  one-fourth  of  the  premiums  of  insurance  companies 
(as  distinguished  from  Blue  Cross-Blue  Shield  and  independent  plans) . 
Characteristically  such  policies  are  relatively  expensive  and  then 
protection  meager.  Under  their  group  business,  insurance  companies 
used  93.8  per  cent  of  total  earned  premium  income  for  benefit  pay- 
ments (about  the  same  as  Blue  Cross-Blue  Shield),  but  on  individual 
policies,  the  companies  used  only  53.6  per  cent  of  premium  income  for 
benefits,  and  that  was  better  than  they  had  done  the  }^ear  before.  Over 
46  per  cent  of  the  premium  dollar  was  never  translated  into  health 
care,  even  though  the  companies  sustained  a  slight  net  underwriting 
loss. 

Far  greater  enterprise  can  be  undertaken  to  convert  much  of  this 
unfortunate  portion  of  the  business  into  group  policies  and  at  the  same 
time  enable  persons  now  ineligible  for  group  purchases,  and  who 
hold  no  policies  at  all,  to  join  groups  at  the  far  more  attractive  rates. 
For  example,  it  would  appear  entirely  possible  to  permit  the  self- 
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employed  to  enjoy  group  rates  by  contriving  viable  and  appropriate 
groups  by  use  of  associations,  geographical,  or  other  bases.  Similarly, 
it  would  be  advantageous  if  carriers  did  not  experience  rate  very  small 
groups,  wherein  one  catastrophic  illness  can  make  the  group  rates 
impractical  to  sustain.  The  experience  of  small  groups  could  be  pooled 
until  an  account  could  stand  reasonably  on  its  total  experience,  thus 
making  the  small  groups  less  vulnerable. 

Employee-benefit  plans  could  be  required  to  include  coverage  of 
employees  over  lay-off  periods,  say  for  90  days,  as  members  of  the 
employed  group.  This  would  simply  be  extending  a  fringe  benefit  to 
conform  in  part  with  what  is  already  accepted  in  principle  on  basic 
pay  through  unemployment  compensation. 

It  is  generally  believed  that  a  considerable  share  of  all  insurance 
company  individual  policies  are  supplementary  to  other  coverages. 
If  the  range  and  adequacy  of  basic  policies  were  enlarged,  as  previously 
suggested,  this  would  reduce  the  need  for  purchase  of  expensive  and 
socially  undesirable  individual  policies.  Many  other  examples  could 
be  suggested. 

In  short,  it  appears  that  the  possibilities  of  private  health  insurance 
have  not  yet  been  sufficiently  exploited,  and  time  is  now  a  critical 
factor.  The  industry  may  not  find  it  possible  to  move  effectively  in 
such  directions  without  some  limitation  being  imposed  upon  the 
number  and  character  of  companies  operating  in  this  field — elimina- 
tion of  mail  order  houses,  for  example.  It  may  perhaps  require  that 
Congress  reclaim  from  the  states  jurisdiction  over  insurance  regulation. 
The  future  of  the  public-private  mix  in  our  pluralistic  health  economy, 
indeed  whether  the  financing  system  remains  pluralistic  at  all,  may 
largely  be  determined  by  developments  in  this  area  in  the  near  future. 

Government  Stakes 

Governments  at  all  levels  spent  $21.2  billion  for  medical  care  in 
1968,  about  $17.5  billion  of  it  for  personal  health  services,  the  large 
bulk  of  which  was  provided  by  the  federal  government  or  stimulated 
by  it  under  grant-in-aid  programs.  Government's  relative  share  of  all 
health  care  expenditures  rose  from  25  percent  to  37  percent  in  three 
years.  Much  of  this  growth  was  the  result  of  Medicare  and  Medicaid 
programs.  Medicare  expenditures  were  $6  billion  in  1968.  The  vendor 
medical  program  of  public  assistance,  primarily  Medicaid,  paid  out 
$4  billion  in  1968  (about  half  of  which  came  from  state  and  local 
governments)  but  only  $1.5  billion  in  1965. 

Cost  inflation  has  been  severely  felt  by  government  programs.  Medi- 
care and  Medicaid  are  exceeding  anticipated  costs  mainly  because  of 
greater  price  rises  than  seemed  reasonable  to  allow  for  in  earlier 
estimates.  For  the  hospital  insurance  part  of  Medicare,  Congress  very 
early  had  to  raise  the  projected  long-term  tax  rate.  The  deductible 
and  coinsurance  paid  by  the  patient  have  been  increased  twice  within 
two  years,  a  total  of  30  percent.  Premiums  for  the  supplementary 
medical  insurance  part  of  the  program  have  also  been  increased  twice, 
by  a  total  of  77  percent. 

On  the  outlay  side,  Medicaid  benefits  have  been  cut  back  in  a 
number  of  states,  and  Congress  introduced  restrictive  limits  on  income 
levels  for  eligiblity  the  year  after  the  program  went  into  effect.  There 
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is  widely  publicized  dissatisfaction  with  the  program  for  a  variety 
of  reaso  is,  but  much  of  it  stems  from  soaring  costs.  In  both  pro£m».  =$, 
the  administr  tion  has  cut  back  on  its  payment  formulas  to  providers 
of  care,  and  the  latter  have  accused  the  government  of  welching  on  its 
obligations. 

The  outlook  for  the  future  has  produced  consternation  in  govern- 
ment circles.  Consumer  dissatisfactions  are  increasingly  articulated 
and  pressed  upon  both  Congress  and  the  administration.  Projections 
into  the  future  portend  budgetary  crises  from  medical  costs.  Tf  current 
trends  are  unabated,  by  1975  Medicaid  expenditures  could  consume  all 
of  H.E.W/s  anticipated  additional  appropriations,  thus  depriving  it 
of  new  initiatives  in  its  wide  range  of  other  responsibilities  and  depriv- 
ing it  of  priority  judgments.  Moreover,  government  finds  that  its 
great  additional  expenditures  have  not  only  failed  to  produce  equitable 
utilization  of  health  care  resources  by  the  whole  population  but  that 
there  has  been  small  net  gain.  H.E.W.'s  report  on  the  health  of  the 
nation's  health  care  system  spoke  of  the  "crippling  inflation  in  medical 
costs  causing  vast  increases  in  government  health  expenditures  for 
little  return,  raising  private  health  insurance  premiums  and  reducing 
the  purchasing  power  of  the  health  dollar  of  our  citizens." 

It  has  also  become  clear  from  government  reports  that  its  programs 
have  failed  to  supply  the  medical  needs  of  the  poor  and  the  black 
community.  Public  programs  reach  only  a  minority  of  the  40  million 
poor  and  near-poor,  as  officially  defined,  and  there  is  considerable 
question  about  the  extent  of  the  need  met  even  among  those  who  are 
reached.  Medicare  is  aimed  at  the  aged  and  therefore  does  reach  a 
group  in  which  there  is  heavy  concentration  of  poor  and  near-poor. 
Medicaid  reached  slightly  more  than  8  million  people  in  1969,  about 
one-fifth  of  the  poor  and  near-poor.  But  of  the  total  Medicaid  budget, 
about  46  percent  goes  to  the  elderly,  although  they  represent  only 
about  one-third  of  the  recipients,  presumably  to  cover  gaps  arising 
from  the  fact  that  Medicare  pays  for  an  average  of  only  45  percent  of 
health  care  expenditures  of  the  aged.  Other  public  programs  for  the 
poor — such  as  Office  of  Economic  Opportunity  programs  and  the 
maternal  and  child  health  programs — are  relatively  small.  If  the  2 
million  children  who  received  service  under  Medicaid  are  added  to  the 
400,000  under  maternal  and  child  health  programs  (disregarding 
overlaps),  we  find  about  2.5  million  children  being  compared  to  the 
19  or  20  million  children  among  the  poor  and  near  poor,  about  one 
child  out  of  eight.  The  administration  is  sensitive  to  the  social  and 
political  implications  of  these  facts  but  faces  the  frustrations  of 
high-flying  costs. 

All  of  this  has  resulted  in  substantial  soul-searching  in  government  , 
as  it  has  in  the  insurance  industry  and  among  some  providers  of  care. 
There  is  grave  doubt  being  cast  upon  the  allocation  of  government 
resources  in  this  area:  doubt,  for  example,  about  whether  it  is  equitable 
or  wise  that  about  one-half  of  all  government  payments  for  personal 
health  care  is  spent  for  the  aged  (about  one-eighth  of  government 
payments  are  for  children  under  fifteen);  and  more  fundamental 
reservations  about  the  division  of  expenditures  between  purchase  of 
services  and  building  an  adequate  supply  capacity — a  difficulty  per- 
ceived to  characterize  the  entire  health  care  economy  as  well. 


Shortages,  tensions,  and  imbalance  pervade  the  health  field.  But  in 
1968  only  twenty  per  cent  of  federal  expenditures  for  health  were 
directed  at  investment  in  categories  designed  to  improve  or  augment 
supply,  and  more  than  half  of  that  went  for  support  of  biomedical 
research.  In  the  budget  for  fiscal  year  1970  investment  in  such  categor- 
ies dropped  to  sixteen  per  cent  of  total  federal  outlays.  Government 
authorities  readily  admit  that  since  1966  government  has  been  a  major 
contributor  to  the  imbalance  between  demand  and  supply. 

But  it  has  become  clear  that  the  sources  of  the  multitude  of  ap- 
parent difficulties  in  health  care  are  more  complex  and  deeper  than 
the  multiplication  of  demand.  In  any  case,  the  government  could 
not  retreat  from  its  support  of  consumption;  on  the  contrary,  all 
indications  are  that  it  may  be  obliged  to  enlarge  it.  Nor  is  there  any 
probability  that  privately  financed  demand  will  be  abated.  Moreover, 
the  rapid  increase  of  costs  has  considerably  curtailed  leeway  for  allo- 
cation of  more  funds  to  augment  supply  under  tight  budgetary  condi- 
tions, especially  with  rising  resistance  against  pouring  more  money 
into  a  supply  system  that  is  widely  believed  to  be  using  resources 
wastefully  and  at  relatively  low  levels  of  productivity.  There  is  growing 
sentiment  that  if  new  investment  in  supply  is  to  be  effective,  it  must  be 
related  to  a  redesigned  delivery  structure. 

Sources  of  Cost  Rise 

As  already  indicated,  prices  appear  to  have  been  the  most  important 
element  in  cost  rise  in  recent  years,  at  least  in  relation  to  the  two  major 
services,  hospital  care  and  physicians'  services.  Explanations  for  the 
extraordinary  price  inflation  are  controversial.  Different  sectors  of 
providers  operate  differently  and  are  subject  to  different  influences. 
The  price  behavior  of  the'  several  sectors  varies.  Space  considerations 
require  that  we  confine  our  discussion  here  to  hospitals,  the  largest 
sector  and  the  one  in  which  price  rise  has  been  most  pronounced. 

HOSPITAL  COST  RISE  JUSTIFICATIONS 

Prominent  among  the  more  frequent  justifications  advanced  for 
acceleration  hospital  costs  are : 

1.  Medical  and  hospital  technology  have  been  advancing  at  a 
phenomenal  pace  with  commensurate  demands  on  facilities,  equip- 
ment, personnel,  and  services.  Those  admitted  use  more  services 
per  capita,  such  as  diagnostic  and  therapeutic  X-ray  procedures, 
drugs,  and  laboratory  services.  There  has  been  a  growth  in  the 
range  of  services  made  available.  For  example,  between  1963  and 
1968  the  proportion  of  community  hospitals  with  intensive  care 
services  (including  coronary  care  services)  jumped  from  18  per 
cent  to  42  per  cent.  The  equipment  for  all  such  services  grows 
more  elaborate  and  costly,  and  its  rate  of  obsolescence  more 
rapid. 

2.  The  rise  in  labor  costs  is  conspicuous.  A  by-product  of 
advancing  technology  has  been  additional  and  more  specialized 
personnel.  Also,  hospitals  have  been  gradually  catching  up  with 
long  overdue  improvements  in  wages  and  working  conditions. 
Reduction  in  hours  of  work  has  caught  up  with  other  industries. 
A  lag  still  exists  in  wages  and  the  next  few  years  will  probably 
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witness  through  law  and  bargaining  an  equalization  between  hos- 
pital and  similar  types  of  employment.  Many  hospital  officials 
assert  that  when  this  occurs,  hospital  prices  will  stabilize  in  rela- 
tion to  other  prices. 

3.  Hospitals  have  assumed  increased  functions  in  addition  to 
direct  patient  care.  Important  among  these  is  education.  Despite 
the  decline  in  hospital-based  schools  of  nursing,  they  still  account 
for  about  four-fifths  of  registered  nurse  graduates,  and  the  cost  of 
these  programs  to  the  hospitals  is  rising.  "With  federal  subsidies 
for  nurse  education  and  the  trend  toward  academic  settings  for 
such  education,  this  burden  should  eventually  decline  but  it  will 
be  slow.  Also,  many  hospitals  have  been  adding  full-time  directors 
of  medical  education,  an  additional,  although  modest,  factor  in 
costs.  (Stipends  of  interns  and  residents  are  considered  professional 
service  costs  rather  than  education.) 

4.  Hospital  financing  is  increasingly  coming  through  commercial 
borrowing,  rather  rare  in  the  past.  Interest  charges,  still  a  small 
part  of  total  operating  expenses,  are  nonetheless  adding  a  new 
factor  to  hospital  costs. 

5.  The  common  measure  of  hospital  prices,  the  average  per  diem 
expenses,  is  misleading.  The  factors  in  the  numerator — total  oper- 
ating costs — have  less  and  less  relationship  to  the  denominator — 
inpatient  days.  Hospitals  increasingly  engage  in  a  variety  of 
other  services  and  activities;  particularly  there  has  been  a  rapid 
increase  in  outpatient  services.  The  American  Hospital  Asso- 
ciation has,  therefore,  recently  developed  a  different  denominator. 
It  takes  into  account  outpatient  services  by  converting  them 
into  outpatient  day  equivalents  and  deriving  an  "adjusted  patient 
day"  figure.  This,  of  course,  reduces  the  average  per  diem  figure. 
However,  the  previously  cited  study  by  Klarman  and  his  asso- 
ciates indicates  that  when  this  adjustment  is  carried  back  in 
time,  the  result  has  no  significant  effect  upon  hospital  price 
trends.  (It  should  be  noted  that  Consumer  Price  Index  figures 
used  in  this  chapter  are  not  based  on  per  diem  costs,  but  upon 
daily  service  charges  for  room,  board,  and  nursing  services.) 

6.  Another  factor,  perhaps  overlapping  point  1  above,  is  the 
changing  mix  of  patients.  Patients  with  relatively  serious  illness, 
requiring  the  more  complex  and  expensive  procedures,  represent 
an  increasing  proportion  of  the  hospital  population. 

UNANSWERED  HOSPITAL  COST  RISE  QUESTIONS 

Critics  of  hospital  costs  do  not  find  such  explanations  satisfying. 
As  statements  of  fact,  they  are  true,  as  far  as  they  go.  But  they  do  not 
enlighted  one  on  the  extent  of  the  price  rise  which  each,  or  their  ag- 
gregate, may  explain.  Nor  do  they  indicate  to  what  extent  the  factual 
developments  are  justifiable  or  necessary. 

It  cannot  be  questioned  that  there  has  been  a  great  expansion  of 
facilities,  equipment,  personnel,  and  services.  But  how  much  represents 
unnecessary  duplication  of  facilities  and  equipment  among  several 
hospitals  within  the  same  community,  because  each  hospital  behaves 
as  an  autonomous  unit  rather  than  as  part  of  a  coordinated  health 
care  system?  How  much  of  the  new  equipment  are  prestige  or  con- 
venience items? 
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How  much  of  the  mounting;  increase  in  ancillary  services  is  simply 
a  result  of  the  spread  of  third-party  payment  which  has  reduced  the 
physician's  inhibitions  to  additional  laboratory  procedures  or  an 
additional  day's  stay  in  hospital,  and  the  individual  consumer's  re- 
sistance to  higher  costs,  on  which  a  normal  market  situation  would 
place  considerable  reliance? 

Has  there  been  any  attempt  to  measure  the  relative  value  to  health 
care  represented  by  new  equipment  and  added  services,  or  are  "im- 
proved models"  bought  without  such  criteria  because  hospitals  now 
have  a  virtual  guarantee  of  repayment  of  aU  their  costs  from  third- 
party  payors?  Has  there  been  progress  toward  developing  measures  of 
cost-benefit  relationships? 

Payrolls  have  indeed  increased  and  these  are,  of  course,  the  major 
factor  in  hospital  operating:  costs.  But  it  is  not  true  that  payroll  costs 
have  advanced  more  rapidly  than  other  costs  in  recent  years.  From 
1960  to  1968,  despite  a  substantial  rise  in  personnel  in  relation  to 
patient  load,  total  expenses  per  patient  day  advanced  more  rapidly 
than  payroll  per  patient  day,  90  per  cent  against  82  per  cent.  Payrolls, 
accounted  for  62  per  cent  of  total  expenses  in  1960  and  60  per  cent 
in  1968. 

Moreover,  wage  increases  cannot  be  charged  with  the  whole  respon- 
sibility for  payroll  increases.  The  American  Hospital  Association  at- 
tributes half  of  increased  total  expenditures  for  wages  and  salaries 
between  1963  and  1968  to  additional  employment.  For  many  years 
hospitals  have  been  steadily  adding  more  and  more  personnel  per 
patient.  In  the  last  five-year  period  alone,  1963-1968,  the  number  of 
employees  per  1000  adjusted  patient  days  increased  13  per  cent. 

The  hospitals  are  accused  of  an  insatiable  capacity  for  absorbing 
more  manpower,  the  only  restraint  being  their  availability.  They  had 
an  alleged  manpower  crisis  in  1950  when  hospitals  were  employing 
178  persons  per  100  inpatients;  now  there  are  272  employees  per  100 
inpatients — a  striking  increase  of  53  per  cent  which  cannot  be  fully 
explained  by  the  growth  of  outpatient  services — and  a  manpower 
crisis  is  even  more  loudly  proclaimed.  There  are  wide  variations  in 
the  personnel-patient  ratios  among  states,  but  there  are  no  indications 
of  any  correlation  with  quantity  of  care  received  or  health  results. 

LAG  IN  PRODUCTIVITY 

A  major  issue  thus  lies  in  the  hospital's  apparent  failure  or  inability 
to  employ  new  technology  for  productivity  increases,  which  has  char- 
acterized the  rest  of  the  American  economy.  Introduction  of  new 
equipment  and  procedures  has  been  accompanied  by  more  rather  than 
less  personnel.  In  fact,  hospitals  justify  additional  personnel  by  such 
developments. 

Such  data  do  not  prove  anything  definitively,  because  quality — one 
element  in  productivity — has  undoubtedly  risen.  But  how  much  or  in 
what  degree  it  is  comparable  to  the  rise  in  personnel  or  other  resources 
is  not  known.  Nevertheless  there  appears  some  basis  for  a  presumption 
that  net  productivity  is  falling  or,  at  best,  is  static.  One  may  concede 
that  a  labor-intensive  personal  service  industry  will  have  more  diffi- 
culty improving  productivity  than  will  manufacturing  firms.  While 
precise  parallels  are  never  available,  some  other  service  industries— 
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for  example,  financial  institutions — have  demonstrated  that  very  sipr- 
5    nificant' gains  can  be  made.  Is  it  really  impossible  in  hospitals?  Or  is 
there  a  lack  in  incentives,  in  skills,  or  in  organizational  structure  that 
4   is  inhibiting?  Perhaps  it  is  the  eleemosynary  tradition,  or  perhaps  the 
l|'   persistent  myths  built  around  the  special  character  of  the  service,  that 
fosters  the  widely  held  notion  that  efficiency  and  concern  for  produc- 
:|    tivity  are  enemies  of  quality,  a  problem  that  prevails  in  education  as 
j    well.  The  contrary  is  likely  to  be  true.  Effective  quality  control  and 
cost  control  generally  go  hand  in  hand. 

In  a  field  notably  lacking  in  satisfactory  measures  of  unit  costs,  defi- 
nitions of  output,  productivity,  or  effectiveness,  neither  side  in  the 
debate  can  prove  its  position  conclusively.  But  the  circumstantial  evi- 
dence is  great  that  the  cost  aberrations  are  an  important  symptom  of 
basic  organizational  shortcomings.  This  is  underpinned  by  increasing 
professional  conviction  that  the  delivery  structure  is  obsolete  and  inef- 
fective from  a  quality  viewpoint  as  well.  Thus,  interestingly,  those 
approaching  the  problem  from  the  perspective  of  cost  efficiency  and 
those  attacking  it  from  a  quality  effectiveness  view  appear  to  have 
arrived  at  very  similar  sets  of  reform  proposals.  The  two  objectives 
are  consonant. 

A  large  number  of  distinguished  commissions,  study  groups,  and 
task  forces  have  looked  into  virtually  all  aspects  of  health  care  and  its 
costs  and  made  numerous  recommendations.  They  are  far  too  many 
even  to  be  enumerated  here,  let  alone  described.  It  may,  however,  be 
useful  to  call  brief  attention  to  a  few  broad  trends  that  appear  to  be 
;  developing,  although  most  are  still  vaguely  defined  and  all  quite  frag- 
mentary. It  is  not  possible  to  say  how  much  general  agreement  any  of 
these  have  won,  but  each  has  received  considerable  attention  in  re- 
sponsible circles,  and  they  appear  to  point  the  general  direction  of  the 
emerging  future.  Implicitly  or  explicitly,  they  also  indicate  widely 
held  beliefs  regarding  causes  of  high  costs. 

The  reform  trends,  although  multiple,  can,  like  the  criticisms,  be 
said  to  fall  into  two  broad  classes:  improvements  in  the  delivery 
system,  its  organization  and  management;  and  changes  in  financing 
arrangements.  The  two  overlap  at  man}^  points.  It  is  now  better 
understood  than  it  was  only  a  decade  ago  that  the  character  of  financ- 
ing influences  the  delivery  system  and  vice  versa. 

Systemization 

At  its  best  our  medical  care  product  can  be  superb,  but  it  is  often 
very  poor.  It  has  been  colorfully  described  by  Dr.  Peter  Rogatz  as  a 
technically  excellent  product  thrown  into  a  Rube  Goldberg  delivery 
contraption  which  distorts  and  defeats  it,  and  makes  it  more  expensive 
than  it  need  be,  because  "we  do  not  have  a  helath  care  system — we  have 
a  happening,  with  everyone  'doing  his  own  thing.'  "  The  eminent  Barr 
Committee  (H.E.W.  Secretary's  Advisory  Committee  on  Hospital  Ef- 
fectiveness, 1968)  reported  that  "The  key  fact  about  the  health  service 
as  it  exists  today  is  this  disorganization.  .  .  .  lack  of  planning  and 
control  in  the  health  services  has  resulted  in  fragmentation  and  dis- 
junction that  promote  extravagance  and  permit  tragedy." 

It  has  often  been  pointed  out  that  in  the  typical  American  com- 
munit}^  the  various  health  service  resources  have  little  organizational 
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relationship  to  one  another.  Individuals  hospital  are  autonomous  in 
their  structure  and  decision-making.  Services  and  equipment  may  be 
duplicated  unnecessarily,  and  costly  surpluses  may  abound  in  several 
institutions.  Other  necessary  services  may  be  available  in  none.  Excess 
of  facilities  for  highly  sophisticated  types  of  procedures  can  be  danger- 
ous as  well  as  costly.  Some  hospitals,  partly  because  of  the  competitive 
search  for  prestige,  have  built  and  staffed  such  units  (cardiovascular 
surgery  is  a  not  uncommon  example)  for  which  there  turns  out  to  be 
an  insufficient  case  load ;  the  staff  is  thus  unable  to  maintain  the  skills 
necessary  for  optimum  performance.  Other  health  institutions  in  the 
community — clinics  and  skilled  nursing  homes— may  or  may  not  have 
any  organizational  relationship  with  a  hospital  or  with  one  another. 
A  physician  may  have  some  affiliation  with  one  or  several  hospitals  (in 
some  cases,  none)  and  for  some  parts  of  his  practice  it  may  prove  to  be 
the  wrong  hospital.  Organization  has  not  been  adapted  to  mesh  the 
efforts  of  increased  specialisms. 

For  the  patient  this  fragmentation  often  means  confusion,  uncer- 
tainty, disjunction,  and  lack  of  comprehensiveness  in  care.  Access  to 
appropriate  level  and  site  of  care  is  limited  by  the  dispersion  of  spe- 
cialized professional  personnel  and  facilities.  Quality  is  restricted  by 
gaps  in  available  services,  Jack  of  a  point  of  responsibility  for  the 
patient  as  a  whole,  and  discontinuity  of  care.  Productivity  is  curtailed 
by  the  inherent  waste  of  such  dispersion  and  lack  of  integration,  and 
cost  is  increased. 

The  objective  is  to  bring  together  the  bits  and  pieces  into  a  system 
which  relates  them  to  one  another  organizationally,  and  thus  illumi- 
nates the  gaps  as  well  as  the  surpluses.  At  whatever  point  a  patient 
enters  the  system — the  physician's  office,  outpatient  department  of  a 
hospital,  or  a  clinic — the  organized  system  should  have  responsibilit}^ 
for  equal  access  to  the  spectrum  of  services— preventive,  diagnostic, 
therapeutic,  and  rehabilitative — coordinated  to  maintain  a  primary 
doctor-patient  relationship,  avoid  unnecessary  duplication  of  tests  and 
other  services,  assure  that  the  appropriate  level  of  institutional  care  is 
assigned,  and  provide  centralized  complete  medical  records  for  each 
patient. 

To  achieve  this  goal,  a  community  would  have  to  define  the  different 
functions  of  different  institutions  from  primary  care  to  the  specialized 
sophisticated  procedures  of  a  medical  center.  Among  other  things,  this 
means  development  of  community  health  centers  (or  primary  health 
centers,  to  remove  any  poverty  connotations)  and  increased  ambu- 
latory services  by  hospitals.  It  would  require  that  every  physician  have 
a  professional  relationship  with  a  community  hospital  or  medical 
center. 

It  would  enable  more  efficient  use  of  manpower  by  wider  use  of  para- 
professional  personnel.  Many  of  the  tasks  traditionally  carried  out  by 
physicians,  for  example,  can  be  performed  as  well  by  others  with  far 
less  training  and  at  less  expense.  A  coordinated  system  could  adopt 
performance  standards  for  many  levels  of  personnel,  instead  of  sole 
dependence  upon  diplomas,  and  thus  effectuate  both  vertical  and  hori- 
zontal mobility  of  personnel  where  none  now  exists.  More  effective 
employment  of  existing  personnel  might  reduce  the  magnitude  of 
alleged  manpower  shortages. 
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Planning 

System  requires  planning,  and  planning  to  be  effective  requires 
controls.  The  Barr  Committee  graphically  portrayed  the  kind  of  situa- 
tions that  have  produced  a  general  acknowledgment  of  the  necessity 
for  planning: 

Two  new  hospitals,  both  half  empty,  within  a  few  blocks  of  each  other  in 
one  city  neighborhood;  half  a  dozen  hospitals  in  another  city  equipped  and 
staffed  for  open  heart  surges,  when  the  number  of  cases  would  barely  keep  one 
of  the  centers  busy;  empty  beds  the  rule  rather  than  the  exception  in  obstetrical 
and  pediatric  services  across  the  nation;  aged,  chronically  ill  patients  lying  idle  in 
>  $60-a-day  hospital  beds  because  no  nursing  home  beds  are  provided ;  overloaded 
emergency  rooms,  and  under-used  facilities  and  services  that  have  been  created 
for  reasons  of  prestige  rather  than  need. 

The  Hill-Burton  Act  of  1946  was  the  nation's  first  attempt  at  a  very 
limited  form  of  planning,  related  to  hospital  construction  using  federal 
financial  assistance.  Starting  in  1960,  the  U.S.  Public  Health  Service 
began  to  render  financial  support  to  local  and  state  planning  groups, 
generally  voluntary  nongovernmental  bodies.  They  interpreted  their 
task  to  pass  on  proposals  for  new  construction  or  expansion  of  health 
institutions  in  terms  of  the  needs  of  the  area  of  jurisdiction.  The  bodies 
generally  lacked  any  formal  authority,  and  most  were  of  very  limited 
effectiveness. 

Recently,  the  concept  of  planning  has  broadened  to  encompass  an 
organized  attempt  to  introduce  rationality  in  relationships  among  the 
autonomous  entities  in  health  care,  to  move  toward  a  coordinated  sys- 
tem  of  facilities  and  personnel  hopefully  enabled  to  offer  comprehen- 
sive services  to  a  given  area.  From  a  negatively  oriented  function  of 
saying  no  to  unnecessar}^  facilities,  its  mission  is  now  viewed  as  an  af- 
firmative sponsoring  of  the  development  of  an  effective  mix  of  services 
in  an  efficient  framework.  It  would  provide  a  mechanism  for  alloca- 
tion of  area  resources  to  maximize  output  and  accessibility.  As  one 
writer  put  it,  it  would  create  a  technostructure  for  what  is  now  essen- 
tially a  cottage  industry. 

Presumably,  the  Partnership  for  Health  legislation  enacted  b}^  Con- 
gress in  1965  (P.L.  89-749)  was  intended  to  establish  machinery  in  each 
state  for  such  goals.  Health  planning  councils  have  been  established  all 
over  the  nation.  For  the  most  part,  they  have  been  ineffectual.  Their 
functions  have  not  been  clearly  defined  either  by  Washington  or  the 
states  and  most  of  the  councils  are  faltering  on  the  unresolved  question 
of  what  it  is  they  are  expected  to  do.  The  councils  are  local  or  state 
voluntary  groups  without  an  adequate  administrative  framework. 
They  lack  legal  enforcement  powers. 

Mandatory  Planning 

Clearly,  a  new  structure  for  planning  is  required.  It  would  be 
tragic  if,  at  a  time  when  virtually  all  the  major  affected  interests  appear 
ready  to  turn  to  planning  to  cope  with  major  health  care  issues,  the 
idea  should  become  discredited  only  because  the  presently  ill-conceived 
legislation  is  not  functioning.  It  is  now  generally  agreed  that  in  the  ab- 
sence of  a  market  regulator  and  discipline,  a  source  of  external  regu- 
lation and  control  must  be  substituted.  Several  states  have,  in  varying 
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degrees,  established  modest  regulatory  mechanisms,  including  New 
York,  California,  and  Rhode  Island.  The  Secretary  of  Health,  Educa- 
tion and  Welfare  has  asked  Congress  for  legislation  which  would  make 
Medicare  reimbursement  contingent  upon  prior  approval  of  the  fa- 
cility in  question  by  the  appropriate  geographic  planning  body,  if  and 
when  such  a  body  becomes  effective  in  a  particular  locale.  The  same 
bill  would  require  that  every  individual  institution  have  an  institu- 
tional plan  respecting  its  own  activities,  in  recognition  of  the  fact  that 
effective  community  planning  must  start  at  the  level  of  the  individual 
institution.  The  American  Hospital  Association  has  officially  accepted 
the  principle  of  mandatory  planning  (although  conditioned  upon  a 
quid  pro  quo  of  third-party  payors  accepting  responsibility  for  capital 
financing  in  its  reimbursement  formulas).  Blue  Cross  plans  have  said 
they  "will  not  pay  full  reimbursement  or  continue  our  contract"  with 
hospitals  that  do  not  comply  with  health  planning  agencies.  Commer- 
cial carriers  have  taken  a  sympathetic  stance.  A  report  ("Health  Care 
Delivery  in  the  1970's,"  Committee  on  Medical  Economics,  Health 
Insurance  Association  of  America,  October  1969)  says: 

The  cost  of  building,  equipping,  and  maintaining  a  modern  hospital  has  become 
so  great,  that  it  is  no  longer  economical  to  use  such  an  institution  for  convalescent 
care  or  the  treatment  of  chronic  illnesses,  to  say  nothing  of  custodial  care.  .  .  . 

While  there  is  no  agreement  on  the  "proper"  number  of  general  hospital  beds 
per  thousand  population,  there  is  agreement  that,  whatever  the  number,  both 
hospital  administrators  and  physicians  will  see  that  the  beds  are  kept  filled.  This 
suggests  that  a  moratorium  should  be  declared  on  building  new  hospital  beds 
until  the  need  for  more  beds,  or  such  an  expensive  type,  can  be  fully  justified.  In 
particular,  the  "two  beds  per  thousand  population"  rule  of  thumb  used  by  many 
prepaid  group  practice  plans  should  be  checked  for  validity,  since  it  is  so  signifi- 
cantly lower  than  the  national  average  of  about  four  per  thousand. 

It  appears  that  the  parties  at  interest  are  ready  for  effective  action? 
but  machinery  is  sadly  lacking.  It  also  seem  clear  that  if  the  machinery 
is  to  be  effective,  the  agencies  will  have  to  be  given  enforcement  powers. 
Their  range  of  functions  will  require  changes  in  existing  restrictive 
legislation  in  the  states.  For  Example,  as  the  Health  Insurance  Associa- 
tion of  America  has  noted,  there  is — 

.  .  .  virtually  unanimous  agreement  that  the  present  rigid  guild  system  applicable 
to  nurses  aids,  nurses,  and  other  paramedical  personnel  should  be  eliminated, 
so  that  individuals  with  the  talent  and  perseverance  to  do  so  may  advance  up  the 
ladder  of  a  health  care  career  through  on-the-job  training  or  taking  of  additional 
courses.  .  .  .  Licensing  laws  and  regulations  will  also  have  to  be  changed  in 
most  instances. 

Such  change  is  essential  for  better  deployment  of  available  personnel 
resources  to  help  meet  the  current  shortages. 

Other  licensure  laws  for  health  providers  and  facilities  are  obsolete 
and  run  counter  to  present-day  health  requirements.  Obviously  hos- 
pital licensing  must  be  compatible  with  the  standards  of  the  authorized 
planning  agency;  franchising  may  have  to  be  substituted  for  licensing. 
Laws  in  many  states  effectively  prohibit  the  development  of  prepaid 
group  practice  plans.  These  must  be  repealed. 

An  effect  planning  instrumentality  also  offers  the  best  oppor- 
tunity for  meeting  the  growing  demand  for  consumer  participation  in 
decision-making  and  consumer  education  in  health  care  matters  when 
properly  designed. 
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PROPRIETARY  HEALTH  ORGANIZATIONS 

The  recent  energetic  invasion  of  the  hospital  field,  and  other  health 
institutions,  by  national  chains  of  proprietary  organizations  has  gen- 
erated a  new  sense  of  urgency  among  community  hospitals,  in  particu- 
lar, regarding  the  necessity  of  the  planning  process  and  better  controls 
through  more  meaningful  licensure.  The  community  hospitals  fear 
that  these  new  organizations,  because  of  their  methods  of  doing  busi- 
ness, represent  a  threat  to  the  structure  and  financing  of  health  services 
in  the  community.  It  is  alleged  that  the  chains  siphon  off  only  the 
cream  of  the  hospital  business,  accepting  only  relatively  simple  cases 
and  leaving  the  complex  and  expensive  patients  for  the  community 
hospitals.  It  is  also  claimed  that  they  leave  the  entire  burden  of 
charity  cases,  Medicaid  patients,  and  other  non-full-payment  cases 
to  community  hospitals.  Since  doctors  often  are  required  to  own 
stock  in  these  proprietary  institutions,  they  develop  a  stake  in  directing 
profitable  cases  to  those  hospitals.  All  of  this  will,  it  is  feared,  unduly 
raise  prices  in  community  hospitals  and  make  their  financing  con- 
siderably more  difficult. 

On  the  other  hand,  some  observers  feel  the  introduction  of  these 
high-powered  organizations  into  the  hospital  field  could  prove  a 
healthy  influence.  It  is  said  that  a  display  of  the  possibilities  of  business 
efficiency  and  organization  is  sorely  needed  in  a  field  too  long  immune 
from  such  drives  and  too  long  shielded  by  the  claim  that  only  non- 
profit institutions  could  insure  quality. 

Effective  community  planning  and  controls  ought  to  be  able  to  recon- 
cile the  problem.  Proprietary  institutions,  as  well  as  community  hos- 
pitals, can  be  obliged  to  accept  their  appropriate  share  of  community- 
wide  health  responsibilities  in  all  forms  if  meaningful  licensing  tied  to 
effective  state  and  local  planning  control  mechanisms  exist,  while  yet 
allowing  for  the  innovative  advantages  derived  from  the  existence  of 
more  than  one  type  of  hospital. 

Prepaid  Group  Practice  Plans 

The  relative  effectiveness  of  community  prepaid  group  practice 
plans  at  comparatively  low  cost  has  revived  interest  in  such  arrange- 
ments. Some  of  these  plans  are  operating  realities  encompassing  a 
number  of  the  objectives  of  the  reformers.  The  better  plans  offer  one- 
door  comprehensive  services  at  a  preset  annual  fee.  They  enjoy  the 
economies  of  scale  with  adequate  nonprofessional  staffing  for  book- 
keeping and  paper  work  to  permit  professionals  to  devote  maximum 
time  to  their  skills.  Preventive  care  is  encouraged  as  it  appears  advan- 
tageous to  the  plan  as  well  as  the  patient.  Incentives  for  savings  to 
the  plan  and  better  health  for  the  patient  are  built  into  the  plan  as 
the  two  are  made  mutually  dependent.  Health  professionals  are 
encouraged  to  try  new  methods  and  procedures  as  they  share  in  the 
savings  that  improved  organization  can  achieve. 

The  National  Advisory  Commission  on  Health  Manpower  (1967) 
made  a  careful  case  study  of  the  west  coast's  Kaiser  Foundation 
Medical  Care  Program,  and  described  the  detailed  results  in  glowing 
terms  for  both  quality  and  efficienc}^: 

The  .  .  .  Program  provides  comprehensive  services  to  more  than  a  million 
and  a  half  members  drawn  primarily  from  the  working  population.  These  services 
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are  provided  at  significant  saving  by  comparison  with  the  cost  for  equivalent 
services  purchased  in  the  surrounding  communities  and  the  country  at  large. 
The  quality  of  care  provided  by  Kaiser  is  equivalent,  if  not  superior  to  that 
available  in  most  communities.  .  .  .  Patient  satisfaction  is  indicated  by  the  overall 
flow  of  patients  into  Kaiser  from  competing  health  plans  under  the  dual  choice 
available  to  all  Kaiser  subscribers. 

One  of  the  main  sources  of  economy  has  been  the  ability  of  Kaiser 
to  discourage  excessive  hospital  use.  After  adjustments  were  made  for 
age  differences,  Kaiser  subscribers  in  California  were  found  to  have 
hospitalization  rates  more  than  30  per  cent  below  the  state  average. 
Between  1960  and  1965,  hospital  patient  days  of  Kaiser  subscribers 
declined  by  12  per  cent,  while  those  of  the  United  States  as  a  whole 
increased  by  9  per  cent.  Primarily  on  this  account,  the  Kaiser  plan 
was  able  to  hold  the  rise  in  its  expenditures  for  hospital  care  during 
this  period  to  15  per  cent  compared  to  a  50  per  cent  increase  for  the 
United  States. 

The  lower  hospital  use  rates  of  Kaiser  members  did  not  result  in 
higher  outpatient  medical  costs.  In  fact,  the  cost  of  physician  services 
to  Kaiser  members  was  appreciably  lower  than  the  state  average.  The 
staff  study  concluded  that  "the  average  Kaiser  member  obtains  high 
quality  medical  care  for  20-30  per  cent  less  than  the  cost  of  comparable 
care  obtained  outside  the  Plan.  .  .  .  the  majority  of  savings  achieved 
by  Kaiser  results  primarily  from  effective  control  over  the  nature  of 
medical  care  that  is  provided  and  over  the  place  where  care  is  given." 

The  report  also  found  that  the  experience  of  the  Federal  Employees 
Health  Benefits  Program,  the  largest  in  the  nation,  using  a  variety  of 
private  health  insurance  plans,  confirms  that  prepaid  comprehensive 
care  plans  generally  experience  hospital  use  rates  lower  than  any  other 
type  of  insurance.  It  explains: 

Almost  none  of  the  factors  that  encourage  excessive  hospitalization  exist  in 
the  plans  providing  comprehensive  care.  The  patients'  medical  expenses  are 
covered  whether  incurred  inside  or  outside  the  hospital;  extensive  outpatient 
facilities  are  available  to  the  physician;  the  phj^sician  is  paid  on  a  salary  or  per 
capita  basis,  so  that  unnecessary  hospitalization  does  not  add  to  his  income. 

It  is  therefore  not  surprising  that  government  is  seeking  means  to 
encourage  the  development  and  use  of  such  plans.  Minor  legislation 
has  been  passed  to  promote  construction  of  group  practice  facilities  by 
government  guarantees  of  mortgages.  Health  insurance  carriers  appear 
to  be  moving  toward  a  similar  conclusion.  Some  leading  figures  in  the 
industry  have  stated  that  to  improve  productive,  insurers  should  pro- 
vide financial  assistance  for  prepaid  group  practice  medical  plans. 

Managerial  Revolution 

The  heritage  of  a  "charity  institution,"  the  anomalous  organiza- 
tional structure,  and  the  relatively  small  size  of  the  average  organiza- 
tion, together  with  other  special  features,  have  resulted  in  a  neglect  of 
efficient  management  as  a  recognized  responsibilit}^  in  American  hos- 
pitals. Attitudes  have  changed  in  recent  years  and  a  corps  of  trained 
professional  administrators  is  appearing.  But  resistant  old  traditions 
and  built-in  diffusion  and  ambiguity  of  authority  remain  formidable 
obstacles  even  to  highly  skilled  administrators.  Fortune  magazine  head- 
lined a  recent  article,  "Before  We  Start  a  New  Building  Binge,  We 
Had  Better  Recognize  That  Hospitals  Need  Management  Even  More 
Than  Money." 

The  difficulties  are  both  external — the  relationship  of  hospitals  and 
other  medical  institutions  to  one  another — and  internal.  The  most 
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obvious  factor  in  the  external  category  is  the  separateness  of  each 
institution.  About  half  of  all  short-term  hospitals  have  fewer  than  100 
beds,  considerably  too  small  to  afford  or  warrant  the  employment  of 
adequate  managerial  talent.  The  lack  of  skilled  personnel  managers, 
for  example,  is  perhaps  among  the  explanations  of  the  notoriously  poor 
labor  relations  of  hospitals.  Except  among  proprietary  institutions, 
mergers  are  almost  unknown.  In  the  not-for-profit  sector,  the  incen- 
tives are  lacking. 

There  is  no  good  reason,  except  in  tradition  and  vested  interest,  that 
a  group  of  hospitals  should  not  be  under  a  single  management.  For 
communities  with  only  one  hospital  it  would  be  quite  practical  for  joint 
management  to  cover  several  contiguous  communities.  The  resulting 
efficiencies  and  economies  of  scale  could  be  considerable.  Administra- 
tors are  aware  of  the  advantages,  and  in  some  areas  arrangements  have 
been  made  for  joint  purchasing,  joint  laundry  operations,  and  the  like, 
which  have  proved  beneficial.  But  this  is  not  a  substitute  for  unified 
management.  As  a  by-product,  if  all  hospitals  in  a  community  were 
under  single  management,  present  planning  difficulties  would  be  mini- 
mized. The  management  plan  of  such  an  operation  would  itself  be  a 
very  substantial  part  of  the  community  plan. 

Internally  there  have  been  great  improvements  with  the  gradual 
professionalization  of  hospital  administration.  But  the  authority  of 
the  administrator  is  severely  limited  and  often  ambiguous.  The  physi- 
cians, who  typically  are  not  employed  by  the  hospital  but  are  privileged 
to  use  its  facilities  for  their  patients,  generally  determine  or  dominate 
important  hospital  policies.  Yet  the  doctors  are  in  an  essentially  irre- 
sponsible position  in  relation  to  the  efficiency  and  financing  of  the  hos- 
pital. The  administrator  does  not  have  adequate  authority  to  cope  with 
the  prestige  or  convenience  empire-building  of  the  physicians — and 
sometimes  of  the  trustees  as  well — who  have  no  personal  financial 
stake  in  the  results.  Excessive  equipment  and  costly  low  occupancy 
rates  (over  twenty  percent  of  the  average  hospital  beds  are  normally 
empty)  are  the  consequence.  Administrators  are  frequently  appalled 
by  a  system  which  uses  expensive  beds  as  freely  as  we  do.  One  has 
compared  it  to  "using  a  Mack  truck  to  deliver  a  suitcase  when  a  taxi- 
cab  could  do  the  job  as  well  and  a  lot  cheaper." 

The  crucial  role  of  managerial  effectiveness  is  now  generally  recog- 
nized and  a  source  of  increased  concern.  Proposals  have  been  made  that 
a  minimum  standard  of  managerial  adequacy  be  included  among  the 
conditions  of  participation  in  Medicare.  Others  have  gone  further  and 
recommended  that  management  competence  be  a  condition  of 
licensure. 

There  is  an  active  search  for  a  formula  to  provide  integrated  manage- 
ment. Some  medical  groups  have  urged  that  representatives  of  the 
medical  staff  be  appointed  to  boards  of  trustees.  Leaving  aside  the 
potential  conflict  of  interest  that  can  arise  from  such  a  design,  it  would 
do  little  to  consolidate  managerial  responsibility  in  the  hospital.  The 
Barr  Committee  moved  closer  to  the  mark  in  recommending  that: 

Appropriate  members  of  the  medical  staff  shall  be  directly  involved  with  ad- 
ministration in  developing  the  budget  and  operating  plan,  and  in  the  achievement 
of  financial  and  service  objectives  as  budgeted  and  planned;  and 

The  institution's  financial  budget  and  operating  plan  shall  be  reviewed  by  the 
board  of  trustees  .  .  .  which  shall  delegate  to  the  administrator  the  authority 
required  to  enable  him  to  manage  the  operations  of  the  institution  in  accordance 
with  the  approved  financial  budget  and  operating  plan. 
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Payments  to  Providers 
hospital  payments 

Third-party  pa37ments  now  represent  about  90  per  cent  of  hospital 
revenue  for  patient  care.  Government  and  Blue  Cross  plans,  which  are 
the  source  of  a  large  majority  of  this  income,  generalh^  reimburse  on 
the  basis  of  actual  costs.  The  particular  formulas  are,  of  course,  always 
in  controversy  but  both  sides  have  accepted  the  principle  of  payments 
for  costs.  However,  the  principle  has  now  fallen  into  general  disrepute 
as  inherently  inflationary  and  as  a  failure  of  the  payors  to  meet  their 
fiscal  responsibility.  The  heav}^  infusion  of  Medicare  and  Medicaid 
money  dramatized  a  problem  which  had  been  in  operation  on  a  smaller 
scale  for  a  long  time. 

The  method  is  accused  of  generating  disincentives  for  efficiency  or 
economy  and  in  some  quarters  has  been  blamed  for  part  of  the  recent 
acceleration  in  price  rise.  If  a  hospital  has  a  virtual  guarantee  of  re- 
payment of  its  costs,  where  is  the  motivation  to  drive  for  more 
economical  procedures,  to  resist  staff  demands  for  more  expensive 
equipment,  or  to  abstain  from  adding  personnel?  Almost  eve^body 
now  expresses  discontent;  the  philosophy  of  open-ended  retroactive 
cost  reimbursement  is  no  longer  defended.  But  what  should  be 
substituted?  Here  the  agreement  breaks  down;  in  fact,  there  are  very 
few  positive  ideas  in  circulation  on  this  knotty  problem. 

In  1967  the  Congress  authorized  Medicare  experimentation  with 
different  methods  of  payments  to  institutions.  A  small  number  have 
recently  been  started  and  results  will  not  be  available  for  some  time. 
However,  there  is  only  small  optimism  about  their  prospects.  Most  are 
built  around  some  version  of  "incentive  payments" ;  an  institution  that 
experiences  cost  saving  as  measured  against  a  preset  target  cost,  or 
against  some  general  average  of  comparable  hospitals,  is  permitted  to 
share  in  the  savings  by  being  paid  something  more  than  actual  costs. 
There  is  some  question  about  the  effectiveness  of  this  type  of  incentive 
in  relation  to  non-profit  voluntary  institutions  which  cannot  distri- 
bute dividends  from  such  "profits."  They  can  be  used  for  additional 
perquisites  for  staff  or  for  capital  investment,  but  this  raises  questions 
about  long-term  effects  because  such  expenditures  drive  up  costs  in 
future  years. 

"Ceiling  rates"  are  employed  in  some  areas  for  Blue  Cross  payments 
(in  New  Jersey,  for  example,  where  they  are  set  hy  the  State  Commis- 
sioner of  Banking  and  Insurance),  but  the  arbitrariness  of  such  lines 
can  be  destructive  and  can  unwittingly  penalize  the  wrong  institutions. 
Among  the  more  prominent  proposals  are  various  versions  of  prior 
budget  review  and  advance  negotiated  rates.  While  it  is  generally 
agreed  that  rates  negotiated  between  the  parties  are  likely  to  end  up  at 
the  level  of  actual  costs,  it  is  felt  that  it  would  have  the  advantages  of 
obliging  the  institution  to  defend  its  budget  plans  in  advance,  and 
permit  the  pa}^or  to  assert  a  disallowance  of  certain  costs,  for  reim- 
bursement purposes,  before  the  expenditure  is  made.  The  payor  would 
also  be  able  to  bargain  on  "reasonableness"  of  costs  in  relation  to  the 
costs  of  similarly  situated  institutions.  Aside  from  the  tremendous 
administrative  burden  of  bargaining  annualty  with  thousands  of 
individual  hospitals,  a  frequent  objection  is  that  such  prior  control  is 


225 


likely  to  have  a  curbing  influence  upon  innovation,  as  institutions 
might  be  pressed  into  a  preconceived  and  conventional  mold. 

Other  issues  are  contained  in  the  question  as  to  what  types  of  ex- 
penditures should  be  reimbursed  as  a  cost  of  patient  care.  For  ex- 
ample, should  the  costs  of  education  in  hospitals  be  charged  to  patient 
care,  as  they  now  generally  are,  or  are  these  general  community  obliga- 
tions to  be  paid  for  from  public  funds  or  philanthrop}7?  Should  reim- 
bursements include  an  allowance  for  new  capital  funds  for  the  instil  u- 
tion?  While  such  capital  payments  do  not  represent  the  cost  incurred 
for  current  patients,  they  are  essential  if  future  patients  are  to  be 
cared  for,  say  the  advocates.  The  opposition  points  out  that  such  al- 
lowances would  not  distinguish  between  institutions  that  need  expan- 
sion and  those  that  ought  not  to  expand  or  perhaps  even  to  renew- 
unless  the  funds  were  channeled  into  a  community  planning  pool  for 
all  health  care  needs.  Moreover,  they  believe  there  are  better  ways  of 
meeting  capital  needs.  If  third-party  payors  were  to  become  responsible 
for  generating  new  capital,  would  they  also  have  to  take  some  authority 
over  how  such  funds  were  used? 

PHYSICIAN  PAYMENTS 

Methods  of  paying  for  ptrysicians'  services  are  under  similar  chal- 
lenge, but  for  different  reasons.  The  general  rule  for  both  government 
and  insurance  carriers — who  together  are  paying  about  52  per  cent 
of  physicians'  fees — is  to  pay  the  "going  charge,"  generally  referred  to 
as  customary  (the  physician's  usual  fee)  and  prevailing  (the  common 
rate  in  the  community) .  In  a  seller's  market  of  scarce  supply,  this  too 
is  widely  proclaimed  to  be  an  invitation  to  inflation.  In  the  two  decades 
preceding  Medicare  and  Medicaid,  plrysicians'  fees  rose  at  an  average 
annual  rate  of  slightly  more  than  3  per  cent.  But  in  each  of  the  three 
years  following,  the  rate  of  increase  was  double  or  more  than  the  previ- 
ous rate.  Physicians'  net  incomes  have,  of  course,  risen  more  rapidly 
since  the  rate  of  utilization  of  their  services  has  also  gone  up. 

The  obvious  answer  is  to  increase  the  supply  of  doctors.  Efforts  in 
this  direction  have  been  made  and  the  annual  number  of  graduates 
from  medical  schools  has  increased  substantially,  but  even  that  has 
only  barely  succeeded  in  keeping  the  ratio  of  doctors. to  growing  popu- 
lation about  constant  in  recent  years.  The  prospect  of  even  approxi- 
mately meeting  the  shortage  of  doctors  through  more  graduates  in 
the  foreseeable  future — the  government  figure  for  the  current  shortage 
is  50,000 — is  extremely  dim,  although  much  can  be  done  to  utilize  the 
existing  supply  more  effectively.  . 

Some  have  suggested  attempts  to  curtail  demand.  This,  in  fact,  is 
part  of  the  rationalization  for  deductibles  and  coinsurance.  In  practice, 
the}^  don't  appear  to  be  much  of  a  restraint.  If  they  were,  they  would 
then  meet  the  objection  that  they  are  a  barrier  to  necessary  care  and 
prejudicial  against  low-income  people.  Rising  prices  have  clearly  not 
held  back  demand.  On  the  contrary,  the  future  appears  to  hold  the 
.prospect  of  larger  demand.  There  is  still  great  unmet  need.  A  more 
adequate  supply  of  doctors  would,  for  example,  almost  certainly  pro- 
mote a  justifiable  increase  in  utilization  among  the  poor. 

There  is  no  scientific  answer  to  the  question  of  whether  physicians' 
fees  have  risen  faster  than  the}^  "should  have,"  because  a  large  element 
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of  individual  value  judgment  must  go  into  any  such  verdict.  The 
objective  evidence  merely  tells  us  that  the  fees  have  been  rising  faster 
than  most  other  prices,  and  faster  than  in  the  past,  and  that  they  are 
uncontrolled.  The  so-called  rise  in  doctor  productivity  is  not  an  answer. 
We  have  no  real  measure  of  productivity;  the  source  of  the  statement 
is  only  that  doctors  are  seeing  more  patients  than  before.  Since  doctors 
typically  already  work  very  long  hours  and  the  average  work  week 
has  apparently  reached  a  high  plateau,  this  means  that  the  average 
time  of  a  patient  visit  has  been  shortened.  Are  two  visits  of  five  minutes 
each  more  productive  than  one  of  ten  minutes?  Moreover,  it  would  be 
argued,  the  increase  in  visits  should  have  had  the  reverse  effect  since 
most  doctors  could  have  improved  their  incomes  nicely  without 
unusual  increases  in  fees. 

In  any  case,  it  does  seem  clear  that  the  normal  economic  controls  of 
the  competitive  market  place  are  not  operating  in  medical  care.  An 
active  examination  is  under  way  for  substitute  controls,  resting  on  the 
view  that  government  and  carriers  cannot  indefinitely  guarantee  to  pay 
fees  which  are  essentially  unilaterally  established  by  the  profession 
itself.  Many  variations  of  fee  regulation — bargained,  negotiated,  or 
administered — are  being  widely  considered.  The  hope  is  to  find  a 
balance:  to  minimize  limitations  upon  physicians  while  establishing 
adequate  public  protection.  In  addition,  there  is  some  discussion  of  the 
less  promising  possibility  of  finding  more  effective,  yet  equitable, 
consumer  financial  incentives  for  restraining  utilization. 

Universal  Health  Insurance 

We  have  earlier  discussed  some  of  the  complaints  against  the  in- 
adequacies of  present  health  insurance  protection — its  skewing  of  utili- 
zation toward  the  most  expensive  form  of  care,  its  narrow  range  of 
benefits,  and  its  insufficient  population  coverage.  Despite  the  industry's 
growing  sensitivity  to  the  problem  and  enlightened  pronouncements 
by  some  of  its  leaders,  the  feeling  is  spreading  that  under  the  economics 
of  the  situation  it  will  not  be  possible  for  private  health  insurance 
alone  to  meet  the  problem  adequately.  Consequently,  there  has  been 
a  marked  revival  of  interest  in  "national  health  insurance/'  with  a 
proliferation  of  well  publicized  proposals.  The  dramatic  rise  in  costs 
has  been  a  major  stimulus. 

The  term  "national  health  insurance"  is  being  used  to  label  a  wide 
variety  of  quite  different  programs  whose  only  common  factor  is  their 
apparent  intent  that  health  insurance  be  made  effectively  available 
to  the  entire  population.  Beyond  this  plans  differ  in  virtually  all 
essentials. 

So  do  the  apparent  motivations  of  various  sponsoring  groups.  Some 
believe  that  large-scale  government  financial  support  is  the  only  prac- 
tical way  of  meeting  the  rising  costs  for  an  increasing  segment  of  the 
population.  Others  see  a  national  program  as  the  only  way  to  control 
costs.  Some  view  a  unified  national  program  as  the  means  to  gain  the 
leverage  needed  to  reorganize  the  delivery  system  to  achieve  optimum 
quality  and  effectiveness.  Still  others  see  universal  coverage  as  a  means 
to  stave  off  the  pressure  for  changing  the  system  and  averting  govern- 
ment controls,  despite  the  necessary  government  subsidy.  These  and 
other  purposes  are,  of  course,  not  all  mutually  exclusive  and  several 
may  be  harbored  by  the  same  groups. 
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TYPES  OF  UNIVERSAL  INSURANCE  PROPOSALS 

One  group  of  proposals  can  be  generally  described  as  variations  on  nn 
extension  of  Medicare  to  the  entire  population.  Typically,  employers 
and  employees  would  share  two-thirds  of  the  cost  under  a  social 
security  type  of  payroll  tax.  One-third  would  be  provided  from  federal 
general  revenues.  The  proposals  generally  offer  a  broader  range  of 
benefits  than  Medicare.  The  agency  administering  the  program  would 
be  responsible  for  seeing  that  quality  and  cost  controls  and  innovation 
for  improving  the  delivery  system  were  applied.  Prominently  identified 
with  this  type  of  plan  is  the  Committee  for  National  Health  Insurance. 

A  second  category  of  plans,  which  is  primarily  identified  with  Gov- 
ernor Nelson  Rockefeller,  would  establish,  either  on  a  state  or  federal 
level,  preferably  the  latter,  a  requirement  that  all  employers  purchase  a 
certain  minimum  quantity  of  health  insurance  for  all  employees  with 
the  employer  paying  at  least  50  per  cent  of  the  cost.  For  low-wage 
workers  and  short-term  unemployed,  there  would  be  a  government  sub- 
sidy to  help  meet  the  premiums.  For  the  long-term  unemployed  and 
unemployable  there  would  be  buy-in  arrangements  with  government 
funds. 

A  third  group  of  proposals  would  offer  income  tax  credits  to  offset 
the  cost  of  purchasing  health  insurance  (up  to  a  maximum  figure)  on 
a  sliding  scale  of  100  per  cent  to  25  per  cent  related  to  income  class. 
Those  whose  incomes  are  too  low  to  pay  an  income  tax  would  have 
their  premiums  paid  by  government.  Purchases  would  be  optional. 
Congressman  Fulton  introduced  such  a  bill,  which  was  endorsed  by 
the  American  Medical  Association  (which  also  has  a  somewhat  differ- 
ent proposal  of  its  own) .  The  legislation  would  deal  only  with  the  cost 
of  insurance  and  provides  no  standards  for  what  the  insurance  would 
actually  buy. 

The  scope  of  support  for  one  or  another  of  these  and  less  prominent 
proposals  suggests  that  the  nation  is  beginning  to  move  towards  a 
consensus  that  some  form  of  universal  insurance  is  necessary.  Yet  one 
can  hardly  assume  that,  therefore,  legislative  action  is  imminent.  Dis- 
agreement is  very  great  indeed  on  the  appropriate  timing  of  such 
action  and  on  the  type  of  program  needed. 

ANALYSIS  OF  PROPOSALS 

The  tax  credit  type  of  plan  has  for  many  the  attraction  of  minimal 
government  involvment,  except  for  the  huge  subsidy.  It  also  finds  some 
appeal  in  that  most  of  the  funds,  deriving  from  general  revenues,  would 
reflect  a  more  progressive  source  of  taxes  than  relatively  regressive  pay- 
roll taxes.  However,  the  lack  of  involvement  of  any  responsible  admin- 
istering body  is  also  its  glaring  deficiency.  Apparently  the  plan  assumes 
that  all  is  well  with  the  present  situation  except  that  more  money  must 
be  made  available  for  people  to  pay  bills.  Nothing  is  proposed  to  alter 
anything  in  the  present  structure  and  no  standards  are  established.  It 
simply  provides  a  government  guarantee  for  payment  of  premiums. 
This  would  seem  also  to  guarantee  a  substantial  stimulus  to  even 
greater  inflation  of  prices  and  costs  than  we  have  known. 

Since  insurance  would  remain  optional,  the  plan  also  has  the  hazard 
of  non-universality  and  adverse  selection  of  risks.  Young,  healthy,  and 
optimistic  people  might  not  buy  insurance  even  at  the  bargain  rates. 
Others  might  not  do  so  out  of  sheer  ignorance. 


228 


The  second  category  of  plans  has  little  attraction  on  a  state  basis, 
except  perhaps  in  the  spirit  of  using  some  states  as  experimental  labora- 
tories to  test  what  might  prove  effective  for  the  nation.  A  health  care 
program  run  by  individual  states  is  likely  to  have  most  of  the  pitfalls 
that  have  discredited  Medicaid — wide  and  inequitable  variations  in 
benefits  among  states,  inadequate  financial  resources  in  many  states, 
low  levels  of  administrative  capacity  in  some  states,  resistance  to  estab- 
lishing adequate  standards  for  fear  of  heavier  tax  burdens  than  neigh- 
boring or  other  states  competing  for  industry,  etc. 

It  has  more  attraction  as  a  national  health  plan.  It  might  involve 
least  departure  from  present  patterns  of  insurance.  The  bulk  of  private 
health  insurance  is  now  in  employee-benefit  plans.  However,  it  suffers 
from  some  of  the  same  shortcomings  as  the  tax-credit  plans.  Although 
it  does  provide  for  a  minimum  package  of  benefits  (relatively  small  in 
the  current  New  York  bill),  no  additional  standards  and  controls  for 
quality  are  provided. 

The  first  group  of  plans,  the  Reuther  type,  generally  offers  the  most 
comprehensive  range  of  benefits.  It  is  the  only  one  with  assured  cov- 
erage of  the  entire  population,  without  distinction,  in  a  uniform  pro- 
gram. Although  it  is  vague  on  specifics,  it  recognizes  the  need  for  im- 
proving our  methods  of  providing  care,  for  better  quality  controls,  and 
for  infusing  efficiency  into  the  s}^stem.  It  establishes  a  locus  of  adminis- 
trative responsibility.  The  chief  criticism  directed  at  this  type  of  plan 
is  based  on  a  fear  of  monopolistic  control  by  the  federal  government. 
Many  people  feel  there  are  advantages  in  the  pluralism  represented  by 
a  variety  of  competing  carriers  that  ought  to  be  retained.  Despite  the 
plan's  attempt  to  provide  for  decentralized  decision-making  the  antici- 
pation is  that  essential  policies  will  all  emerge  from  one  source  and 
this  could  prove  stultifying.  (For  recent  a  proposal  that  attempts  to 
merge  the  assets  of  this  type  of  plan  with  the  advantages  of  pluralism, 
modeled  after  the  successful  Federal  Employees  Health  Benefits  Pro- 
gram, see  Anne  R.  Somers,  National  Health  Insurance:  Major  Propo- 
sals and  Issues,  Paper  presented  to  United  Hospital  Fund,  New  York 
City,  January  29,  1970.) 

As  is  usually  true  in  such  campaigns,  all  of  the  advocates  claim  more 
for  their  plans  than  is  actually  provided.  For  example,  all  are  repre- 
sented as  being  able  to  do  away  with  the  need  for  Medicaid  and 
welfare-type  medical  assistance  programs.  As  none  of  the  proposals 
would  pay  100  per  cent  of  health  care  costs,  such  as  result  is  unlikely. 
The  degree  of  reduction  in  medical  assistance  programs  would,  of 
course,  vary  with  the  extent  of  benefit  coverage.  Some  of  the  plans 
might  leave  us  with  the  anomaly  of  a  substantial  assistance  program 
operating  in  the  presence  of  so-called  national  health  insurance. 

TIMING  OF  NATIONAL  INSURANCE  PLAN 

The  timing  issue  has  divided  even  those  otherwise  in  agreement  on 
program.  The  fear,  expressed  by  spokesmen  of  the  Nixon  administra- 
tion among  many  others,  is  that  unless  great  corrections  are  made  in 
the  supply  situation,  the  vast  infusion  of  demand  generated  by  uni- 
versal coverage  could  cause  a  breakdown  in  the  entire  system.  Advo- 
cates of  early  action,  particularly  those  who  support  a  Reuther-type 
proposal,  do  not  deny  the  dangers  in  the  stringency  of  supply.  They 
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generally  argue  that  the  dangers  are  great  even  now  and  only  and  the 
authority  and  incentive  of  a  national  plan  will  it  be  possible  to  tackle 
the  supply  problem  meaningfully  and  adequately,  and  this  they  intend 
to  do. 

The  other  side  expresses  the  opposite  fear,  that  a  pumping  of  mas- 
sive amounts  of  new  money  into  the  system  by  government  would  un- 
derpin the  present  arrangements  and  induce  a  recurrence  of  public 
apathy.  By  removing  the  current  pressures  we  may  be  removing  the 
best  leverage  we  have  for  necessary  change.  This  group  also  points  to 
the  lack  of  specificity  in  the  Reuther  program  regarding  the  means 
that  would  be  employed  to  regulate  the  system.  It  doubts  the  practi- 
cality of  even  the  best  of  intentions  until  more  is  known  than  we  now 
do  and  until  there  is  more  political  support  for  effective  regulation. 
Thus  far  government  has  not  evidenced  much  taste  for  firm  action  in 
the  medical  field. 

Such  disagreements  obviously  present  difficult  issues  of  social 
strategy  and  political  judgment.  Some  of  the  advocates  have  recog- 
nized part  of  the  problem  in  proposing,  as  has  Senator  Kennedy,  that 
the  national  plan  be  effected  in  gradual  steps,  covering  different  age 
brackets  every  few  years  as  we  go  along,  but  starting  now. 

Obviously  there  is  concern  about  the  cost  of  any  national  plan.  The 
vagaries  and  intangibles  of  all  the  proposals,  particularly  their  relative 
impact  upon  prices  and  utilization,  make  all  estimates  rather  nebulous. 
Such  estimates  that  have  been  made  range  from  $12-40  billion  at  1968 
prices.  While  this  would  not  be  a  net  increase,  since  much  of  the  money 
would  represent  a  transfer  from  private  to  public  channels,  any  ade- 
quate program  will  have  a  sizeable  effect  on  the  federal  budget. 

CONCLUSION 

1.  Intelligent  analysis  and  effective  control  of  costs  must  take 
account  of  the  entirety  of  how  we  finance,  organize,  and  deliver 
health  services,  as  well  as  the  external  economy. 

2.  It  would  be  illusory  to  believe  that  we  can,  or  ought  to,  prevent 
health  care  costs  from  rising.  The  question  is  whether  the  increases 
can  be  contained,  kept  in  reasonable  relationship  to  the  rest  of  the 
economy,  sensibly  commensurate  with  the  added  value  of  the  product, 
and  whether  we  can  get  more  for  our  dollars  through  greater  produc- 
tivity. 

3.  While  the  health  economy  will  expand,  a  higher  degree  of  regula- 
tion seems  inescapable.  As  increasing  portions  of  our  gross  national 
product  and  more  public  funds  go  into  health  care,  and  as  it  exacer- 
bates as  a  public  issue,  the  demand  for  controls  appears  inevitable.  The 
disciplines  of  the  competitive  market  economy  are,  for  the  most  part, 
inoperative  in  health  services. 

4.  As  controls  are  instituted  we  will  have  to  find  more  sophisticated 
and  informative  means  for  evaluating  expenditures  and  their  conse- 
quences: measures  of  productivit}^;  more  satisfactory  measures  of  the 
effectiveness  of  different  types  of  deliver}^  of  care  and  different  levels  of 
care;  effects  of  additional  inputs  of  resources  upon  the  health  status 
of  the  nation;  relative  costs  of  different  mixes  of  manpower;  and  similar 
problems. 
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5.  Whether  or  not  we  succeed  in  the  quest  for  better  and  fairer  means 
of  financing  health  care,  more  effective  and  efficient  delivery  of  services, 
and  equitable  availability  of  care  for  the  entire  population,  we  soon 
must  face  a  number  of  issues  of  another  dimension.  Medical  science 
and  technological  capabilities  are  inexorably  expanding  in  geometric 
progression.  Recent  years  have  seen  development  of  cures  and  controls 
of  deadly  diseases,  but  frequently  they  are  enormously  expensive. 
Persons  with  kidney  failure  can  now  be  kept  alive  and  functioning  with 
dialysis,  but  at  a  cost  of  $10,000  or  more  a  year.  At  present  resources 
are  available  for  only  a  small  fraction  of  the  many  thousands,  who 
otherwise  die  of  this  disease.  Transplants  and  implantation  of  artificial 
organs  are  at  the  frontier.  Each  involves  many  thousands  of  dollars. 
Many  other  "miracles"  are  in  the  offing.  Demands  for  such  services  are 
incalcuable. 

The  resources  required  to  meet  all  potential  demands  for  newly  de- 
veloping technologies  boggle  the  mind;  they  are  virtually  boundless. 
Will  the  nation  be  forced  to  set  limits  upon  health  services,  despite 
their  life  saving  potential?  How  are  such  limits  to  be  established?  Will 
choices  have  to  be  made  as  to  who  will  have  access  to  these  costly  pro- 
cedures and  who  will  not?  In  an  evolving  culture  of  equal  rights  to 
health  care,  how  will  such  choices  be  made?  Who  will  make  them? 

6.  It  is  right  that  our  energies  are  now  engaged  in  the  paramount 
and  immediate  struggle  to  emplo}^  more  effectively  and  equitably  the 
great  resources  we  invest  in  health  services.  But  we  must  be  reminded 
that  health  services  do  not  alone  bring  health.  It  seems  safe  to  say,  for 
example,  that  even  if  we  attain  full  equality  in  services  for  the  poor, 
their  health  status  will  remain  unequal.  Health  services  will  not  over- 
come the  disadvantages  of  poverty  itself — the  consequences  of  inferior 
housing,  food,  recreation,  and  education.  For  other  classes  as  well,  as 
the  level  of  health  services  rises,  a  point  of  diminishing  returns  from 
such  services  may  be  reached  as  compared  with  investment  in  the 
quality  of  the  living  environment.  Thus  we  may  have  to  turn  our  at- 
tention to  another  aspect  of  the  thorny  question  of  rational  allocation 
of  resources.  In  terms  of  health  objectives,  at  what  point  is  it  counter- 
productive to  invest  in  marginal  increments  to  health  services  in  pref- 
erence to  other  social  needs?  The  time  for  frankly  acknowledged 
choices  may  not  be  far  away. 


11.  NATIONAL  HEALTH  EXPENDITURES,  1929-71* 


The  health  bill  for  the  Nation  amounted  to  $75.0  billion  in  fiscal 
year  1971,  representing  an  increase  of  $7.2  billion  or  10.7  percent  more 
than  in  the  previous  year.  This  rise  represented  the  lowest  annual 
percentage  gain  since  fiscal  year  1966.  In  the  4-year  period  ending 
June,  1970  the  annual  increase  in  health  care  spending  averaged  12.6 
percent  a  year. 

Though  spending  for  health  care  rose  at  a  slightly  lower  annual 
rate  than  in  previous  years,  the  general  economy  showed  a  considerably 
slower  rate  of  growth.  In  fiscal  year  1971,  the  gross  national  product- 
the  market  value  of  all  goods  and  services  produced  in  the  United 
States — increased  5.8  percent  over  the  previous  year,  about  half  as 
fast  as  health  care  spending.  The  result  was  a  sharp  rise  in  the  pro- 
portion of  the  gross  national  product  spent  for  health  care — from  7.1 
percent  in  1970  to  7.4  percent  in  1971  (chart  1.). 

The  summary  highlights  for  fiscal  year  1971  reveal  that  — 

The  Nation  paid  a  $75,0  billion  health  bill  that  represented  7.4  percent  of  the 
gross  national  product 

Each  person  incurred  an  average  health  bill  of  $358,  up  $31  from  the  previous 
year 

Total  health  outlays  rose  nearly  11  percent,  the  lowest  annual  percentage 
gain  in  5  years 

Government  outlays  for  health  rose  14  percent,  as  private  outlays  increased  9 
percent 

Nearly  two-fifths  of  the  rise  in  Government  spending  was  due  to  the  25-percent 
increase  in  Medicaid  outlays 

The  public  share  of  the  health  bill  continued  to  grow  and  reached  38  percent  of 
the  total 

All  third-parties — Government,  private  health  insurance,  philanthropy,  and 
others — financed  63  percent  of  the  total  personal  health  care  bill,  87  percent  of 
the  hospital  bill,  and  61  percent  of  the  bill  for  physicians'  services 

Hospital  care  continued  to  be  the  largest  item  of  expenditure,  increasing  nearly 
14  percent  to  a  total  of  $29.6  billion 

Private  health  insurance  benefit  pa3*ments  jumped  15  percent  to  reach  $16.6 
billion. 

EXENDITURES  IN  FlSCAL  YEAR  1971 

The  $75  billion  medical  care  bill  is  a  large  one,  with  increases  of 
about  $7.2  billion,  or  10.7  percent,  over  the  total  in  the  previous 
year.  Per  capita  expenditures  reached  $358  in  fiscal  year  1971.  Table  1 
presents  aggregate  and  per  capita  data  for  selected  years  beginning 
with  fiscal  year  1929. 1 

Hospital  care  continues  to  be  by  far  the  largest  single  item  of 
expenditure,  totaling  $29.6  billion  in  1971  (table  2).  Representing 
39.5  percent  of  the  total,  outlays  for  hospital  care  rose  13.6  percent 
over  1970  expenditures,  a  slightly  lower  annual  rate  of  increase  than 

*Rice,  Dorothy  P.  and  Barbara  S.  Cooper.  In  Social  Security  bulletin,  v.  35,  Jan.  1972:  3-18. 

1  For  comparable  data  on  a  calendar -year  basis,  see  Barbara  S.  Cooper  and  Nancy  L.  Worthington.  Na- 
tional Health  Expenditures,  Calendar  Years  1929-70,  (Research  and  Statistics  Note  No.  00) ,  Office  of  Research 
and  Statistics,  1971. 
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in  any  of  the  preceding  4  years.  Expenditures  for  this  purpose  had 
grown  at  the  rate  of  16.3  percent  a  year  from  1966  to  70.  The  rise 
in  the  outlays  for  hospital  care  reflects  the  continuing  increase  in 
hospital  wages  and  prices,  hospital  use,  and  improvements  in  quality 
of  services.  In  fiscal  year  1971,  hospital  prices  as  measured  by  the 
hospital  daily-service-charge  component  of  the  BLS  consumer  price 
index  increased  12.9  percent.  The  daily  service  charge  represents  the 
basic  charge  for  room  and  board  and  reflects  the  rate  of  charge  for 
the  most  common  type  of  accommodation — a  semiprivate  room. 
Excluded  are  charges  for  laboratory  work,  X-rays,  drugs,  use  of 
operating  room,  and  special  nursing. 

In  contrast,  the  American  Hospital  Association  publishes  a  figure 
for  the  average  expense  per  patient  day  that  is  not  a  measure  of  price 
but  an  estimate  of  the  cost  of  producing  a  day  of  hospital  care.  This 
measure  also  increased  at  a  relatively  high  rate  in  fiscal  year  1971 — 13.2 
percent. 

Expenditures  in  fiscal  year  1971  for  physicians'  services  ($14.2 
billion)  and  dentists'  services  ($4.7  billion)  were  higher  by  9.9  and 
9.8  percent,  respectively.  A  significant  portion  of  the  growth  in  these 
expenditures  can  be  attributed  to  the  increase  in  fees  for  these 
services — 7.5  percent  for  physicians'  fees  and  6.0  percent  for  dentists' 
fees. 
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The  following  tabulation  compares  the  percentage  increases  from 
fiscal  year  1970  to  fiscal  year  1971  in  total  expenditures  for  all  health 
services  and  supplies  and  selected  t3^pes  of  services  with  the  increase 
in  the  comparable  medical  care  price  index: 
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Percentage  increase  in 

Item 

Total 
expenditures 

CPI  medical 
care 
component 

Health  services  and  supplies...   

Hospital  care  ...    

Physicians'  services.  ..                              ..  ...  _. 

Dentists' services...  ..    .                ..  ..  .   

Drugs  and  drug  sundries            ..    ..  .  

  11.1 

   13.6 

   9.9 

    9.8 

     7.2 

i  6.9 
2  12.9 
7.5 
6.0 
2.4 

1  Represents  increase  in  medical  care  index. 

2  Represents  increase  in  index  for  hospital  daily  service  charge. 

The  1970  figures  used  here,  as  well  as  the  data  for  earlier  years 
shown  in  table  1,  differ  somewhat  from  those  reported  in  last  year's 
article.  For  recent  years,  part  of  the  difference  reflects  the  availabilit  y 
of  more  current,  accurate  data  for  several  categories  of  expenditures. 
The  major  difference,  however,  reflects  three  adjustments  made  in  the 
entire  series.  The  first  involved  the  addition  of  the  administrative  ex- 
penses of  the  medical  assistance  program  (Medicaid) ,  which  amounted 
to  $92  million  in  fiscal  vear  1967  and  rose  to  $279  million  in  fiscal 
vear  1971. 

The  second  adjustment  was  the  addition  of  the  data  on  hospital 
care  expenditures  back  to  1950  for  the  outlying  areas  of  the  United 
States — Guam,  Puerto  Rico,  Samoa,  and  the  Virgin  Islands.  Con- 
ceptually, this  series  on  the  Nation's  outlaj's  for  health  care  encom- 
passes expenditures  made  in  behalf  of  the  residents  of  these  outlying 
areas  of  the  United  States.  A  total  of  167,000  persons  residing  in  these 
areas  are  enrolled  in  the  Medicare  program  and,  in  1969,  about  $20 
million  was  paid  out  under  the  program  for  services  they  received. 
The  data  for  public  programs  have  therefore  covered  these  areas.  Data 
for  hospital  care  expenditures,  obtained  from  another  source,  had 
erroneously  excluded  them,  however. 

The  third  modification  involved  more  complete  and  accurate  re- 
porting by  the  Department  of  Defense  of  their  expenditures  for 
hospital  care.  This  adjustment  also  affected  the  figures  back  to  1950. 

TABLE  1.— AGGREGATE  AND  PER  CAPITA  NATIONAL  HEALTH  EXPENDITURES,  BY  SOURCE  OF  FUNDS,  AND  PERCENT 
OF  GROSS  NATIONAL  PRODUCT,  SELECTED  FISCAL  YEARS,  1928-29  THROUGH  1970-71 
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Gross 

Total 

Private 

Public 

national 

Per- 

Per- 

Per- 

product 

Amount 

cent 

Amount 

cent 

Amount 

cent 

(in 

(in 

Per 

of 

(in 

Per 

of 

(in 

Per 

of 

Fiscal  year 

billions) 

(millions) 

capita 

GNP 

millions) 

capita 

total 

millions) 

capita 

total 

1928-29.... 

$101.0 

$3,  589 

$29.16 

3.6 

$3, 112 

$25.  28 

86.7 

$477 

$3.88 

13.3 

1934-35... 

68.7 

2,846 

22.04 

4.1 

2,303 

17.  84 

80.9 

543 

4.21 

19.1 

1 939-40 ... 

95.1 

3,  863 

28. 83 

4.1 

3,  081 

22.  99 

79.8 

782 

5.  84 

20.2 

1949-50... 

263.4 

12,028 

78.35 

4.6 

8,  962 

58.38 

74.  5 

3,065 

19.97 

25.  5 

1954-55. __ 

379.7 

17,330 

103.76 

4.6 

12,909 

77.  29 

74.5 

4,420 

26.46 

25.  5 

1959-60... 

495.6 

25,  857 

141.64 

5.2 

19,  460 

106.  60 

75.3 

S,  395 

35.03 

24.7 

1964-65... 

655.6 

38,  892 

197.81 

5.9 

29,357 

149.32 

75.  5 

9,  535 

48.  50 

24.  5 

1965-66... 

718.5 

42, 109 

211.64 

5.9 

31,279 

157.21 

74.3 

10,  830 

54.43 

25.  7 

1966-67.... 

771.4 

47,  860 

237. 93 

6.2 

32,  037 

159.  27 

66.9 

15,  823 

78.66 

33. 1 

1967-68... 

827.0 

53,  563 

263. 40 

6.5 

33,  523 

164.91 

62.6 

20,  040 

98.  58 

37.4 

1968-69.... 

898.4 

59,  939 

292.01 

6.7 

37,  004 

180.  28 

61.7 

22.935 

111.74 

38.3 

1969-70  

953.2 

67,  770 

326.  78 

7.1 

42,  738 

206.  08 

63. 1 

25,  032 

120.  70 

36.9 

1970-71  

1,008.5 

75,012 

358.05 

7.4 

46,  548 

222.18 

62.  1 

28,  463 

135.  86 

37.7 
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Source  of  Funds 

The  increased  public  financing;  of  health  care  that  began  with  the 
start  of  Medicare  and  Medicaid  in  fiscal  year  1967  continued  in  fiscal 
year  1971.  From  1950  through  1966,  the  public  share  had  been  about 
one-fourth  of  the  total.  Since  that  time,  except  for  1970,  the  public 
sector  has  enlarged  its  share,  reaching  38  percent  in  1971  (chart  2). 

The  rise  in  the  portion  of  the  health  bill  paid  by  the  Government 
is  readily  understood  in  light  of  the  fact  that  Government  spending 
for  medical  care  has  increased  163  percent  in  the  past  5  years — an 
average  of  21  percent  each  year.  In  1971  it  rose  14  percent.  Private 
spending,  on  the  other  hand,  went  up  49  percent  in  that  5-year  period 
(8  percent  per  year)  and  9  percent  in  1971,  as  shown  below. 


Annual  increase 


Fiscal  year  Total  Public  Private 


1967   13.7  46.1  2.4 

1968   11.9  26.7  4.6 

1969   11.9  14.4  10.4 

1970   13.1  9.  15.5 

1971   10.7  -   13.7  8.9 


Public  funds  come  from  both  Federal  and  State  and  local  govern- 
ments. In  1971,  two-thirds  of  public  health  care  spending  was  fur- 
nished by  Federal  funds — in  1966  the  proportion  was  half.  The  large 
amount  spent  under  the  Medicare  program — nearly  $8  billion  in 
1971 — primarily  accounts  for  this  shift. 

For  the  most  part,  private  expenditures  represent  payments  made 
by  private  consumers  or  by  private  insurers  in  their  behalf.  These 
consumer  expenditures  amounted  to  $42.5  billion  in  1971,  an  increase 
of  $3.6  billion  more  than  the  total  in  the  previous  year. 

Included  in  the  remaining  private  expenditures  are  private  philan- 
thropy, amounts  spent  by  industry  for  maintenance  of  in-plant  health 
services  (classified  under  "other  health  services"),  expenditures  made 
from  capital  funds  for  expansion,  renovation,  or  new  construction  of 
medical  facilities,  and  outlays  for  research  by  private  foundations. 
These  expenditures  amounted  to  $4.1  billion  in  fiscal  year  1971. 

The  type  of  service  purchased  differs  with  the  source  of  funds. 
About  three- tenths  of  the  $46.5  billion  spent  in  1971  from  private 
sources  was  for  hospital  care;  more  than  half  of  the  $28.5  billion  from 
public  funds  was  for  hospital  care.  Similarly,  nursing-home  care  com- 
prised less  than  3  percent  of  private  expenditures  but  represented  7 
percent  of  the  public  outlavs.  The  proportion  spent  for  medical  re- 
search was  also  smaller  in  the  private  sector — -0.4  percent,  compared 
with  6  percent  in  the  nonprivate  sector. 

In  contrast,  only  2  percent  of  the  public  medical  care  dollar  went  for 
drugs,  in  comparison  with  15  percent  of  the  private  dollar.  Thirty-five 
percent  of  the  private  health  dollar  purchased  services  of  health 
professionals — doctors,  dentists,  nurses,  and  other  medical  profes- 
sional personnel;  only  14  percent  of  public  funds  were  spent  for  these 
services. 

The  above  analysis  of  expenditures  by  source  of  funds  classifies  all 
of  the  Medicare  outlays,  including  premium  payments  by  indi- 
viduals, as  public  expenditures.  This  classification  conforms  with  that 
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of  social  insurance  in  the  Social  Security  Administration's  social  wel- 
fare expenditure  series  where  all  outlays,  including  those  financed 
through  employee  contributions,  are  treated  as  public.2 

In  fiscal  year  1971,  Medicare  outlays  totaled  $7.9  billion.  An  esti- 
mated 13  percent  was  derived  from  premium  payment-  by  indi- 
viduals. If  these  premium  payments  were  classified  a>  private  ex- 
penditures, the  public  share  of  national  health  expenditures  would  be 
reduced  from  37.9  percent  to  36.6  percent. 

The  estimated  source  of  funds  for  Medicare  outlays  in  fiscal  years 
1967-71  is  indicated  below  for  both  hospital  insurance  and  supple- 
mentary* medical  insurance. 


Source  of  funds 


1967 


1968 


1969 


1970 


1971 


MEDICARE,  TOTAL 

Expenditures  (in  millions)   $3,394.6  $5,347.1  $6,597.7  $7,149.2  $7,875.0 

Percent  from— 

Payroll  tax   67.9  66.0  61.4  61.2  60.3 

Premium  payments   11.4  13.9  12.2  13.8  13.0 

General  revenues   20.7  20.1  26.3  24.9  26.7 

HOSPITAL  INSURANCE 

Expenditures  (in  millions)   $2,596.6  $3,814.9  $4,758.2  $4,952.8  $5,592.4 

Percent  from— 

Payroll  tax   88.  8  92.  5  85.  2  88.  4  84.  9 

General  revenues    11.2  7.5  14.8  11.6  15.1 

MEDICAL  INSURANCE 

Expenditures  (in  millions)   $798.0  $1,532.2  $1,839.5  $2,196.3  $2,282.6 

Percent  from— 

Premium  payments   48.4  48.4  43.8  45.0  44.9 

General  revenues   51.6  51.6  56.2  55.0  55.1 


EXPENDITURES  UNDER  PUBLIC  PROGRAMS 

The  total  amount  expended  for  health  services  and  supplies  under 
government  programs  was  $25.6  billion  in  1971.  Federal  funds  amount- 
ing to  $16.5  billion  supplied  64.3  percent  of  this  total.  The  remainder 
came  from  State  and  local  government  sources. 

Each  government  program  with  health  expenditures  is  listed  in 
table  3,  which  distributes  the  amounts  spent  in  fiscal  years  1969-71 
by  type  of  expenditure.  These  government  programs  and  their  outlays 
are  the  same  as  those  currently  reported  in  the  health  expenditure 
table  in  the  annual  article  on  social  welfare  expenditures. 

Public  spending  for  health  services  and  supplies  in  1971  rose  $3.2 
billion  or  about  14  percent  over  the  previous  year.  Nearly  two-fifths 
of  this  rise  was  due  to  increases  in  spending  under  the  Medicaid 
program.  Vendor  medical  payments  under  public  assistance— primarily 
Medicaid — amounted  to  $6.5  billion  in  1971,  a  growth  of  25  percent 
Medicaid  expenditures  constitute  one-fourth  of  all  health  outlays 
from  public  funds. 

The  largest  public  program  for  medical  care,  financing  three-tenths 
of  public  spending,  is  Medicare.  In  1971,  Medicare  spent  $7.9  billion, 
up  10  percent  from  1970.  Nearly  all  of  this  increase  was  for  hospital 
care,  reflecting  the  overall  rise  in  hospital  care  prices  and  costs.  For 
physicians'  services,  there  was  a  concentrated  effort  to  tighten  re- 
imbursement procedures.  Only  those  charges  that  fell  within  the  75th 

2  See  Alfred  M.  Skolnik  and  Sophie  R.  Dales,  "Social  Welfare  Expenditures.  1929-71."  Social  Security 
Bulletin,  December  1971. 
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percentile  of  the  customary  charges  made  for  similar  services  in 
calendar  year  1969  were  to  be  recognized  in  fiscal  year  1971.  As  a 
result,  about  41  percent  of  the  total  approved  claims  were  reduced  and 
Medicare  outlays  for  physicians'  services  rose  only  $39  million,  or 
about  2  percent.  Further  tightening  of  controls  in  extended-care 
facilities  led  to  a  slight  decrease  in  such  spending — from  $292  million 
in  1970  to  $247  million  in  1971. 3 

Medicare  and  Medicaid  combined  pay  about  56  percent  of  the  public 
medical  care  bill.  There  is,  however,  a  small  amount  of  duplication  in 
the  amounts  spent  by  these  two  programs.  Medicaid  expenditures 
include  premiums  paid  into  Medicare's  supplementary  medical  insur- 
ance trust  fund  for  medical  insurance  coverage  of  old-age  assistance 
recipients  and  in  some  States  for  the  aged  medically  indigent.  To  the 
extent  that  the  premium  payments  are  also  subsequently  reflected  in 
disbursements  made  from  the  supplementary  medical  insurance  trust 
fund,  they  are  counted  again.  The  amount  of  premiums  paid  by  States 
to  "buy  in"  coverage  for  these  aged  persons  since  the  beginning  of  the 
Medicare  program  is  as  follows : 

Fiscal  year:  In  millions 

1967   $32.  1 

1968   53.0 

1969   75.  8 

1970   97.  2 

1971   131.  5 

The  third  largest  public  program  was  general  hospital  and  medical 
care.  Primarily  State  and  local  spending  in  mental  hospitals,  this 
program  furnished  $3.8  billion  in  1971,  up  nearly  one-half  of  $1  billion 
higher  than  the  total  in  the  previous  year. 

3  Howard  West,  "Five  Years  of  Medicare— A  Statistical  Review,"  Social  Security  Bulletin,  December  1971 

TABLE  2.— NATIONAL  HEALTH  EXPENDITURES,  BY  TYPE  OF  EXPENDITURE  AND  SOURCE 
OF  FUNDS,  FISCAL  YEARS,  1968-69  THROUGH  1970-71 

[In  millions  of  dollars] 


Type  of  expenditure 


Total 


Total 


Source  of  funds 


Private 


Con- 
sumers 


Public 


Other 


Total  Federal 


State  and 
local 


1970-71 

Total   75,  012 

Health  services  and  supplies   69,  479 

Hospital  care   29,628 

Physicians'  services   14,  245 

Dentists' services   4,660 

Other  professional  services   I,  475 

Drugs  and  drug  sundries  i   7,470 

Eyeglasses  and  appliances   1,915 

Nursing-home  care   3,365 

Expenses  for  prepayment  and  ad- 
ministration  2, 296 

Government  public  health  activities.  1,618 

Other  health  services   2,807 

Research  and  medical-facilities  construc- 
tion  5,533 

Research  i   2,019 

Construction   3,514 

Publicly  owned  facilities   875 

Privately  owned  facilities   2,  639 

1969-70 

Total   67,  770 

See  footnotes  at  end  of  table,  p.  000. 


42,548      48,477       4,071  28,463  18,767  9,696 

43,873      42,477        1,396  25,605  16,471  9,134 

14,871      14,472          399  14,757  9,510  5,246 

10,700      10,688            12  3,545  2,522  1,022 

4,400        4,400    260  154  106 

1,253        1,224           29  222  173  49 

6,930       6,930    540  271  269 

1,849        1,849    66  37  30 

1,338        1,314            24  2,027  1,174  853 

1,600        1,600    696  565  131 

.    1,618  799  819 

932                          932  1, 875  1, 266  609 

2,675                       2,675  2,858  2,296  562 

200                          200  1,819  1,742  77 

2,475                       2,475  1,039  554  485 

  875  404  471 

2,475                       2,475  164  150  14 


42,738      38,850        3,888      25,032      16,598  8,434 
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TABLE  2.— NATIONAL  HEALTH  EXPENDITURES,  BY  TYPE  OF  EXPENDITURE  AND  SOURCE 
OF  FUNDS,  FISCAL  YEARS,  1968-69  THROUGH  1970-71— Continued 

[In  millions  of  dollars] 


Type  of  expenditure 


Total 


Source  of  funds 


Private 


Con- 
Total  sumers 


Public 


Other 


State  and 

Total     Federal  local 


Health  services  and  supplies    62,  516 

Hospital  care   26,090 

Physicians' services   12,966 

Dentists' services..    4,245 

Other  professional  services..   1,384 

Drugs  and  drug  sundries  i   6,971 

Eyeglasses  and  appliances   1,850 

Nursing-home  care   2,875 

Expenses    for    prepayment  and 

administration   2,105 

Government  public  health  activities..  1,  260 

Other  health  services   2, 769 

Research   and   medical-facilities  con- 
struction    5,254 

Research  i     1,848 

Construction   3,  406 

Publicly  owned  facilities   860 

Privately  owned  facilities   2,  546 

1968-69 

Total..    59,939 

Health  services  and  supplies..   55,  649 

Hospital  care      22,446 

Physicians' services   11,707 

Dentists'  services    3,  821 

Other  professional  services   1, 306 

Drugs  and  drug  sundries1    6,448 

Eyeglasses  and  appliances   1,770 

Nursing-home  care   2,465 

Expenses  for  prepayment  and  ad- 
ministration  2,058 

Government  public  health  activities.  1, 195 

Other  health  services   2,433 

Research  and  medical-facilities  construc- 
tion     4,290 

Research  i     1,790 

Construction     2,500 

Publicly  owned  facilities   708 

Privately  owned  facilities   1,792 


40,140      38.850        1,290  22,376  14,492  7,884 

13,335      12,964          371  12,755  8,269  4,486 

9,700       9,690            10  3,266  2,378  889 

4,041        4,041    204  114  89 

1,162        1,135           27  222  168  54 

6,527        6,527     444  221  223 

1,792        1,792     58  31  27 

1,208        1,186           22  1,  667  1,003  664 

1,515        1,415    590  491  98 

    1,260  590  670 

860                         860  1,909  1,226  682 

2,598                       2,598  2,656  2,106  550 

195                         195  1,653  1,577  76 

2,403                       2,403  1,003  529  474 

   860  399  461 

2,403                      2,403  143  130  13 


37,004      34,057        2,047  22,935  15,228  7,707 

35,257      34,057        1,000  20,392  13,218  7,174 

10,726      10,378          348  11,720  7,702  4,018 

8,887       8,877            10  2,820  2,014  806 

3,589       3,589    232  124  108 

1,106        1,080            26  200  151  49 

6,100       6,100   348  173  174 

1,719        1,719   51  26  25 

762          742           20  1,703  1,055  648 

1,572       1,572    486  403  83 

   1,195  525  670 

796                         796  1,637  1,045  592 

1,747                      1,747  2,543  2,010  533 

190                        490  1,600  1,528  72 

1,557                      1,557  943  482  461 

.     708  260  448 

1,557                       1,557  235  222  13 


i  Research  expenditures  of  drug  companies  included  in  expenditures  for  drugs  and  drug  sundries  and  excluded  from 
research  expenditures. 


Ciim<t  2.— Dif.lrSf.ut ion  of  i.  nllon.il  health  expenditure*  by  source  of  fi  wis,  fiscal  yen rs  19GG  nod  l?tTl 


$42.1  Million 


$75.0  billion 


PUBLIC 


PUBLIC         ..SVWfr  I 


MtJVATE  74.3% 


PRIVATE  62.1% 


Fiscal  year  1933 


Fiscal  year  197! 
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The  type  of  expenditure  that  received  the  largest  public  support  in 
1971  was  hospital  care,  representing  58  percent  of  all  public  outlays  for 
health  services  and  supplies.  The  proportion  going  to  hospitals  varies, 
however,  among  the  public  programs.  In  1971,  hospital  expenditures 
accounted  for  nearty  all  expenditures  under  general  hospital  and  med- 
ical care,  67  percent  of  expenditures  under  Medicare,  and  72  percent  of 
those  under  the  Veterans  Administration.  Hospital  care  expenditures 
represented  only  15  percent  of  outlays  for  maternal  and  child  health, 
however. 

For  the  second  largest  public  outlay  for  health — physicians'  serv- 
ices— the  distribution  also  varies  among  the  programs.  Workmen's 
compensation  devoted  58  percent  of  its  health  outlay  to  physicians' 
services.  Medicare  spent  24  percent  for  these  services  and  the  Veterans 
Administration  less  than  1  percent.  It  should  be  noted  that  most  of  the 
expenditures  for  this  purpose  by  the  Veterans  Administration,  as  well 
as  those  by  the  Department  of  Defense,  are  included  with  hospital  care 
expenditures. 

Expenditures  for  eyeglasses  and  appliances  represented  11  percent  of 
vocational  rehabilitation  outlays.  These  items  did  not  even  appear  as 
an  identifiable  category  in  expenditures  under  public  assistance. 


Trends  in  Health  Expenditures 

Medical  care  expenditures  have  been  rising  at  a  rapid  pace,  In  1950' 
such  expenditures  amounted  to  $12  billion,  one-sixth  of  the  1971  total' 
By  1960,  they  had  more  than  doubled;  in  the  next  11  years  they  tripled 
(table  4). 

The  substantial  rise  in  national  health  expenditures  is  the  result  of 
many  factors.  One  is  simply  the  growth  in  population.  Other  factors 
are  the  rising  costs  or  prices  per  unit  of  service,  the  increase  in  the 
average  per  capita' utilization  of  health  services  and  supplies,  and  the 
rising  level  and  scope  of  services  through  new  techniques,  new  drugs, 
and  improved  treatment  procedures. 

By  examining  expenditures  in  terms  of  per  capita  amounts,  one  can 
eliminate  population  growth  as  a  factor.  With  this  factor  eliminated, 
health  expenditures  still  show  a  substantial  increase  from  fiscal  year 
1950  to  fiscal  year  1971.  During  this  period,  per  capita  expenditures 
grew  from  $78  to  four  and  one-half  times  that  figure — $358. 
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By  eliminating  price  as  well  as  population  growth,  one  can  determine 
the  increase  in  expenditures  that  results  from  more  utilization  and  a 
higher  level  of  care.  When  per  capita  expenditures  are  converted  to 
constant  fiscal  year  1971  dollars  by  means  of  the  medical  care  com- 
ponent of  the  consumer  price  index,  health  expenditures  still  maintain 
considerable  growth:  in  per  capita  constant  dollars  the  increase  was 
$174 — a  growth  of  94  percent. 

Although  the  above  discussion  indicates  the  effect  of  various  factors 
on  health  expenditures,  it  does  not  show  the  proportion  of  the  increase 
each  of  the  factors  produce.  The  calculation  of  these  proportions  is 
most  meaningful  in  terms  of  personal  health  care  expenditures,  which 
rose  from  the  1950  amount  of  $10.4  billion  to  the  1971  figure  of  $65.1 
billion.  Personal  health  care  expenditures,  as  defined  here  and  in  the 
social  welfare  series,  represent  all  expenditures  for  health  services  and 
supplies  except  expenses  for  prepayment  and  administration,  govern- 
ment public  health  activities,  and  amounts  spent  by  private  voluntary 
agencies  for  fund-raising  and  administrative  services. 

About  47  percent  of  the  $54.7  billion  increase  from  fiscal  year  1950 
to  fiscal  year  1971  in  personal  health  care  expenditures  reflected  the 
rise  in  prices,  17  percent  was  the  result  of  population  growth,  and  the 
remaining  36  percent  was  attributable  to  greater  utilization  of  services 
and  the  introduction  of  new  medical  techniques.  The  relative  con- 
tributions of  the  various  factors  in  the  growth  during  the  period  1950- 
71  are  compared  below. 


Aggregate 
increase  Percentage 

Factor.  (in  billions)  distribution 


Total     $54.7  100.0 


Price     25.8  47.2 

Population     9.2  16.8 

Allother   .  .   19.7  36.0 


240 


CO 

° 

i     iOO  ' 

1  """"• 

o 

i  r~  i 

;  ; 

iO     '  ' 

1       t  i-H 

!  !  !  ! 

LO 

CD 

co 

fee 

CD 

CO 

i    iod  i 
i    ihs  i 

i     iCM  i 

!    !  i 

1  1 
!  | 

'O  i  ,' 

i  CM     i  , 

!      !  ' 

1 

CD 

1  ^ 

r-T 

CD 

CO 

i  r~  i 

\  \ 

i  O     i  I 
ICM     i  i 

I— 1 

CO 

1       1  i-H 

i     i  CO 

'       1  i-H 

1  ] 

!  !  !  ! 

o 

o 

i     i  CO  CD 

r— (  Ln  o 

1  CD     i  to 

CO 

o 

;  ; 

i  «S-CD 

j 

•-H  |  

i    :  i 

I  CD  iCO 

CO 

i  iOO 

!'!•!?! 

00  O     i  ! 

lo 
r>. 
oo 

oo 

CM 

i     m"  ^3~ 

i    i  in  co 

i    i  co 

CD  CO  CO 

Ln  cm  cm 

!oo  !uri 
.Ln    • cm 

i  CO  1 

!  co 
co 

CM 

00 
CM 

i  i—» 
ir-~  co 
1 • — i 

CD  CM 
CO  o 
in  i-h 

i  oo    i  m 

i  LO     i  CM 
iCO  I 

oo 
o 

CO 

i     i  CD 

1    1  s 

CO  CO     I  i 

1^  LO       1  | 

i-h  CM     i  , 

fee- 

\  \ 

;  ; 

! 

I  J 

';  | 

1  j 

oo 

\    \    \  \ 

;  ;  : 

oo  i  !  ! 

CO 

!  !  ! 

;  ; 

CO      i     '  i 

CM 

:  i  i 

i'     'CM  ! 

r-^ 

r— 4 

CD 

Ii'i 

CD     !     '  ! 

oo' 

CD 

r-» 

!  '  ' 

!  ; 

00      i     i  i 
CD     i     i  i 

r — -    ■    i  i 

cd' 
oo 

i  !  ! 

i     'CD  i 

1       '  l-H  I 

i     'CO  i 

&e 

i  1  i  1 

1  !  ! 

;  |  ! 

!  '<  I 

| 

'  i  ! 

j  1  I 

o 

O 

■  1 1— i  ■ 

1  CD     i  ! 

o 

O 

i  *— •  ' 

;  | 

Iff)    I  '• 

i-H 

1  1 

CM 

o 

r-^ 
*3- 

CM 

i     i  CD  i 

i     i  O  l 

i    irs  i 

iO     i  ] 
IS      i  i 

r»' 
"=3- 
CM 

CD  ! 
.  m  i 

00  i 

'O  ii 

1  s    1  1 

co' 

LO 

i    I  co' 

1       1  LO 

'     1  CM 

cm" 

&e 

i*?  i 

1  I  i 

i    i  i 

i — : 

j  ; 

]  i 

!      '  ' 

;  j 

!   |   ;  j 

iOO  i 

nn  >=3-  ! 

CO 

LO      |  1 

!  ^ 

ilOi-h  ! 

00 

r-~  lo  i 

co   ;  ;co 

cd 

CO 

fee- 

CM     p  ' 

iCM*  i 
1 i— i  t 

j  ; 

■  in  co*  ! 
1 1 — i  * — i  i 

CO 
CO 

|  r»' 

1  in  co"  i 

i  1 

cd' 

CM 

*o"  i 

CM  i 
! 

lo    |  ;co' 

to 

r~  O  O  O 

,CD  ' 

|  : 

'cm 

CO 

LOCD  O 

1  CD 

]CM  !rt 

o 

r~  lo^h 

;  ; 
1^ —  III 

$539. 

"  i-H  ■— <  CM 

CM  CD 

iCD  i 

iCO  IcM 

1  [ 

o 
r~ 

CM 

'  lo' cm' 
CM 

'  CO* 

\ 

! cr5'  i CN1' 

i  •  i 

CD 
CO 
CM 

'  O  iri 
cm  «=r 

CM 

CM-     J     i  i 

1     1  1 

Ln 

oomiflo 

00 

'  "=3" 

1    1    1 1>» 

». 

O  -H  CO 

co    1    '  ' 

$221. 

to 
O 

<  i — i  00  CM 
CO  ~h 

i  CO  ' 

j  ; 

i    i  ico 

!    j  j 

CM 

r»» 

i-H 

m  i— I  cd  cm' 
o 

'CO 
1  CM 

; 

i     i  iCO 

i  i  i 

oo' 
<- 

i-H  o*  cd" 

CO 

00*     |     ;  i 

i  i  ' 

CM 

1       1  »-H  f-H 

'CD  i 

ico  iLn 

«=3" 

!  I  ^-H 

i  in 

ICO     i  m 

oo 

1    1  ^J- 

1    1  1 

$200. 

I       1  LO  -H 

I    >  o 
i  iCM 

'  CD  i 

|  | 

1  CO  i|< 

i  CO  i 

;  ; 

irj 
i — i 

1  CVJ  i-H 

i  o 
1 1 — I 

i  CO 

; 

i co  irv 

1  CO  i 

;  ; 

LO 

o 

l-H 

|    i  cm' 
'  'O 

1       1  l-H 

co'    '    '  i 

oo 

o 

HO00S 

CM  O  ' 

1  in  r**  CD 

LO 

o  oo  co  r~- 

CM  *"< 

i  m  cd 

CO 

i-H  CM  CM  ! 

CD     i  'CD 

in 

CD  CD  CD  in  CD 
LO  ^ 

00  LOh~ 

CM  O 
O  . 

■  "=)■  -=3-  co 
<  ~<  r~~  r-~ 

CM 
CM 

lo 

cd  Ln  co  co 
lo  r-~ 

00  CO 

CM  r-~ 
O  CM 

i-H 

1  ^  CD  CO 
'  <— i  mr- 

CM 
CM 

o 

cd'  co'  cm'  i 

i-h  O  1 —  i 

co  co  i 

CM     '  ' 

CO 

&e 

cm" 

l-H 

l-H 

00 

o  o  lo  -h  ^s- 

O  ! 

i  CM  CM  ! 

m 

o  o  cd  m 

O  O 

iCMcO  i 

CO 

o  Ln  cm  co  ^J-    i  'CO 

to 

cd  r*"  r*'  •— '  Ln 
co  -=d-  co  cd  oo 
cm     co  co  r- 

i~~-'  r~!  , 
■=a-  co  i 

'  ^  OO  ! 

•  Ln  m  , 
■  co  , 

o 

1 — 1 

LO 

cd'  in  r-~  cd 

CO  i-H  CM 

CM       CO  CO 

i— .'  i— ' 
>=3-  CO 

i  >*  co'  i 
i  in  <3-  i 

I  CO  i 

CO' 
"=3- 
CM 

r-~.'  cm'  co'  lo 
win^-in 
co  co  «a- 

CO*     '     '  ^h' 
CO     '  ii-h 

be- 

m" 

Cm"co" 

!-.-  : 

; 

! 

CD 

in" 

l-H 

1  i-H  1 

LO 

i-Tco" 

cd 

CO  CD  O  00  00  CO  00 

CD 

O  O  S  i-H 

CO  i-h  CD  00  ^3-  0O 

o 

•*Oi-hcD00OCMCD 

■=)-' 
o 

CO 

Ln  oo  o  co  — i 
i —  co  Ln  en  co 
oo     cz>  "=3-  oo 

oo  r-~-'  oo  r-.  co  cd  o 
oo     Ln  . — '      ^-  in 
CM  CD  OO  i— i  —i 

cz>  1 
"=3-  1 

in  co  o  co 
r-»  CM  CO  r- 
0O       CM  CO 

oo'  Ln  oo'  co'  cd'  o 
oo  o  cd  i — -H  m 

MNh-OOiHrt 

•=3-' 
CO 

l-H 

oo'  r--'  co' m'  cm'  co'  cd'  cd 
cocMcOLn^j-mi-HCM 

O  CM  "=3-  CM  CM  00 

co" 

CM 

fee- 

r-T 

•—i  Cd"co 

1 

co"  1 

r-»~ 

co" 

i-H 

1 — 1 

cd" 

i-h"co"co" 

ii=  CD 


o  — 

.—  CD 

■OH  n 

'w'  CJ  0  |_ 
—  TO 


•a  o 


S!"-        ■— .—  V 

TO  =  C  i-  -O  Q.— -= 

a,  c2  o  o  <u  if> 

=  csz^=>  a> 
i_  >,iy)  a>-o^  =  _c 


—  o 
~  03  —  ~ 

£=  CU 
=  TO   >-  O 

—  "to  "to  -  — 

TO  -~   C  C 


OJ  C  " 

^  i—  a>  —  . 

<D  E  >  TO 
CuOs.^       o . 

flj  O  ^  Q> 
£-T3  E 

■*h  to  a> 

i-  vy  r~  -a  . 


>  TO  *-  _  ?5 
.   r-  TO 


00  GO 

»_  in  sz  i 

O)  TO   

E  o  2 


tu  E  00 


a>  a> . 


—  a>  a) ' 
■  5  Q-  CJJ  Q 


:  CO  O  > 


S  o 


CO   CL  CD  

TO  O  Q. 

to v>  ° 
c  E  w 

■—   CD  to   

r  Eo2 

H  —  CD 
TO  ^~  -O  CZ 
CD  O   13  <u 

ISQ.O 


CD  Q  z. 

TO  L?T3 

Q  — Z 


<D  CZ  TO 
irt  C  c 

s 

CD  ' —  _TO 


TO 

—  o 

TO  •  —  — 

<u  —  zt 
E"S  ° 

TO  0 

c  1)5- 

TO   >-  O 

^  TO  TO.S£ 
TO  4-i   CZ  C 

c—  Q  O 

S3  "£  = 

"  O  TO  o 

^Sto  ° 
l.  2  y  q) 
k  o  -a  o 
5  "£  ^it 
o>So 


o 
o 


TO 
CD 
TO 

co 


CD 

-°  = 

—  ^  <u 

S  c  E 

.—  CD  5^ 
"O  ~  TO 
CD   Q. 

E  to  — 

O   TO   w  W 

TO  E  O  V 
00  O  O  CD  ^ 

c  x;  "5  p  to 

(O  C  >-  1) 
^  00   <1>  — 3  _£Z 

t;  >=  >  e= 

—  <D  m-/  z;  "O 

—  =:  TO  

_Q  CZL  CD  — 

00  00 

o 


00  .Ii 


!_    ^  OO 


TO 


oo  ■ 


-a  -£= 

TO  TO 
  CD 


£   CD   to  —  TO 

E-^:u=  CD  CD 
E  E  -Q  cz 

0)0   =   (jj  TO 

i —  >cloS 


>  JZ1 
"TO 
O  .E 
TO  CD 


_  TO 
TO  CZ 
CD  o 

-CZ  ~ 

5 


_  "to 

o  !_  o 

o  <u  zz: 
c^OS 


241 


CO 

r- 

i    i  r-.  ' 

.^•ii 

p~ 

CO  I 

i  tj-    i  i 

■d" 

ai 
oo 

LO 

LO* 

co 

CO 

1      1  CO  ' 
i     i  <z>  i 
1     i  CM  . 

;'  i 
■  ■ 

i  r-^    ■  i 

CD 

ID 
CO 
CO 

oo'  i 

O  ' 

r— 1  1 

; 
j 

r|N      i  1 
1  f— 1      I  1 

oo' 

CD 

o 

o 

i  :  i 

I       1  .— 1 

ID  CO  O 

1  i — 1      i  CO 

<* 

o 

I 

M"  r-l 

in  i — 

l  r-l        1  CO 

ID 

ai 
o 
a> 

CO 

i     <  ID  CO 
1      i  «3-  CM 
i  lun 

COCO'S- 
LO  CM  CM 

'ID  >•— i 

i  CM 
'CM  ' 

co 

CM 
CM 

CO 

CM  CO 

p~  cm 

CM 

r-l  oo 
CO  CD 

LO 

1  LO  It—* 

iCM 
i  CM  i 

CM  1 

oo 

CD 

1  | 

260.0 

;  J  j  ; 
;  ;  j  ; 

i  i  i 
i  i  i 

260.0  . 

590.3 

1 

i  i 

|  i 

59.3  .. 

669.7 

«— 1     1      1  ' 

j 

;  ; 

a> 

o 

i     .  lO  . 

'  :  ' 

to 

o 

CM  i 

j  i 

i      1  i 

CO 

CD 
CO 
CO 

ai 

CM 

i     i  CM  i 
I      I  CO  1 

Is*  i  i 

cm' 
o 
o 

ao 

CM  i 

co  ■ 

CO  < 

ioo'    i  i 

1^-11 

«d- 

CD 
CO 

',  '>  ! 

1 — 1 

CSJ 

iD  CO     i  i 

!co  i 

•  cm  a>  ■ 

00 

ilMrt  1 

oo' 
lO 

'ai   '  ' 

i  CM*  i 

; 

'  cm'  co"  I 

IHH  1 

o 

CO 

'  p*" 

i  cm'  i-<  i 
1 »— 1 1— 1  1 

i  j 

r-" 

CM 

CO 

iD  CO  *— 1  CO 

;  ; 

i  OO     1  CM 

. — 1 

■  «=r  a>  co 

|  LT) 

i 00     i CM 

CM 

'  ai  —<  *-* 

, — i  o 

lai  ! 

;  ; 

'  cm'    '  o 

1                    >  T— < 

CM 
CM 

air-* 

a> 

r-H 

!  co 

', 

icm"  iO 

CO 
CM 
CM 

OOO  O  1—1  CO 

I  CM 

i    i    i  p* 

a> 

O  CM  LO  CO 

|CM 

1    1  IIX 

CM 

cm" 

CM 

en 

CD 

at  co  ■— < 

CM 

i  o'  ! 

.  CO  i 

.     ,     i  to 
i     .     i  CM 

p-* 

CO 

i — i 

«a"r-' 
ai 

r-." 
»— < 

!  CM 
i  CM 

i  !  !  to* 

i     i     i  CM 

cm' 

LO 

r-» 

i  '0)05 

]  j 
i  LO  i 

'o 

ID 

OCT) 

! 

'  CM 

'  O    '  -=r 

CM 

CO 

o 

CM 

i     ,  o 

•  i— i 

!ai  ! 

|  ; 

1  CO*     '  CO 

"*' 
i — I 
i— I 

iD 
OO 

[co 

1 

ICO     i  CO 

I  t-H  1 

CT> 
OO 

CO 

OOO  P>  >-h  CM 

p^  CM  . 

<  O  -3- 

P-. 

OCM  CM 

p-°° 

iO  o>* 

O 

CO 
CO 
CM 

o  lo"  ai  lo'  lo' 

OO      LO  LO 

ood  ! 

O  CO  I 
I — t 

1  cm  p-  CM 

ir-HCOCO 

p- 
p-~ 

CO 

O  LD  CM  lO 

cm  a> 

OO  CM 

OCT) 
§CM 

'  cm  cm' 

1  i—l  LO  CO 

CD 
OO 
00 

co" 

cm" 

ocnxoio 

<=too  ! 

no  i 

o 

O  lO  \D  CO 

ilOO  i 

12,  755. 

i  «*'  r-1  cm'  p— ' 

«*       CO  "=t  «3" 

lo     oo  ai  co 

fHM 

1,127. 
64. 

1,297. 
52. 

8,  269. 

4,  541. 
13. 
969. 
248 

1, 127. 
29. 

1,  297. 
42. 

4,  486. 

CO 

CM  CO  OOO  CO 

co"*oOvtooro 

cn 

cm  r-~ 

r- 1  CO 

to  o  co^r  o  co 

CO 

22,376. 

CD  CM  ID  CM  CM 
CO  CO  i — 1  CO 

<— <    a>  cm  co 
r-T        co  co" 

ai  — '  ■— i  o  — ■ i  co  r~." 

LD  CO  «3-  CO  lo  CO  CM 
1 —       CM  CM  CO  »™l  fH 

14,  491. 

ao  o  i —  co 
CM  o  oo 

•— 1       CD  CM 

p»"  cm" 

cyi  co'  o  •—•  r-'  r-.' 

LT)  CT>  O)  CO  O  CM 

r —  •— *  lo  co  i — t « — i 

7,  884. 

I 

CD 
CD 
CD 


CD 

0>  OO  - 

-a  "S 

—  CO 
CO  c 

.«  a. 
-a-Q 

cu  

E 


CO  13 
o  CO 

=  E 


03  ' 


=  =  S"? 
J  oo  o  o  co 

co 

. 

-  —  CO 

J  cz  E 
r  oo  0 

cj 


CLj^. 


CO  CO 
T3  OJ 


.  CO  

^5 


ro       -3  ^  oo 


00  OO 


LO  CD 
'  CO 


LO  CD  CM 
'  oo'  ■— < 

r-H  O 

CM 


00  00  CO 

'  r-.'  p-' 


CO  r-> 

co  -«r 

•—<  CM 


LO  CM 
i— I  LO  CD 
LO  CM 


CD  CO  «3"  O  CO 

cm  ai  lo 
^a-  cm  r-  a>  co 

CO  CT)  O 


COCOCOOCOOP-.00 


CM«3-cOCDLOr- «aico 
LONtOOICO^LOCM 
CD  CO  O  CM  CM  CD 


CO 
CO 
CD 


co 


o 

CM 
CO 


o 

CM 


CO 

o" 


CO 

CO  , 

°  c  , 

CO  ■— - 

CO  _  4i 

'>  E-Q  o 

•^3  co  X 
co  c  coP- 

^  « 1- 

CO  -»— i  c  cz 


^  c: 
2  co 


Q_  vu  w  "TT 
CD  •  — 


^S°c3 

^i-^c  CO 


CO  —  CO 


Era 
=  

—  co  S;  2 

0J  CO 


•  3  co 
S£Lt3l 


o  co  o 
— -C  "  o 

-Q  .      g  LU 

=  oo  "  ^_ 

^2° 

,C£  co 

CO  CO  -o  o 

So  "iE 
o>So 


CO 

CT  ^-v  OO 
CO  00  ■*-> 

»*—  CO 

«gs 

o  53  > 

CO          °-  , 

P  CO  —  CO  -  ■ 

C  0  ro  IZ  cu 

O  CO  CJ 


c  E    ~  ~ 


r—  ra 


ra  CO 


00  o  ° 


CO  -—' 

E 


-•O  Cm 


CO  s_x 
CD.  CO 
n  E  r 

■5  SJS 


_S  —  cn 


'  — —      5=  co 


cj 
Q.-o 


.  00  , 


oo 


c  oo  -£=  _ 

CO  to    ca 

E  cj  2  E 

JZ.  —   CO  CO 


E 

CO"  =3 


^  «  s 

CO  —  o 
CO  ^  > 

J=  ->  

  Q.  to 

O  I-  CJ 
O  CO  -3 

jc:  co 


CO  OO 

ai  r-.' 


LO  LO 

'  r-.' 


LO  LO  CO  CM 

"  r-.'  co  — 

co 


O  r-  cm  co  cm 
co    '  co  co  • — . 

CO       CM  CO 


O  ^3-  LO  CO  CD 

cm  co  r~~  co  «3- 

— <  O  CM 
LO        LO  LO 


OO  CM  CO  T  ^J" 
CO       CO  CD  CD 


NNOCDN 

r — cn  lo  co 
oiLnrvcoo 

LO        CO  LO  0 


CO  00  ^ 
x:  K 
-  ffl  ' 

™  c= 

.=!  co 
— 

a>_  - 
E 


CM 
CM 


-  0."° 
DO  TO 


if  to 


to 


T3 


_  £= 

CO  00  o . 


O  jo 

"O  LT 

>_   >>  00  CO 

o  .-z:  cr  >  r- 


co 


co  jz; 


TO 


,  09 


.  00  00 


-   2  CO 

jt  9  E 


«3  E  - 

CO  CO 


TO  _  & 


5  0_  CJ3 


242 


< 

o 

CO 


CO 


LU 

o 
os 

=> 

o 

CO 
Q 


lu 


a. 
x 

UJ 

u. 

o 

LU 


™  o 


E 
■a 
< 


>—  -» eg 

o  rz  a-' 

CD 
co 


^  os  .3  -jz; 
>  E  =  a>  s 
o 

CO 


■~  o 


oo  cm  lo 
oo  LO  CM 
«*  CM  CM 
fee- 


< 

■a 

OS 

a> 

=J 

CS 

c 

O 

a; 

1= 

o 

CO 

> 

CD 

■—I 

CO 

r-» 

2 

1 

< 

o 

OS 

r>. 

CD 
O 

CD 

»— i 

CC 
Q. 

X 

C3 

O 

O 

-J 

or 

X 

1— 

Q. 

en 

OS 

to 

LU 

1 

a 

00 

z 

CO 

en 

*— ( 

CO 

LU 

GO 

_J 

ce 

Cw 

< 

a. 

UJ 

> 

CO 

00 

c 

o 


— —          CO  CO 


a  ~° 
■a  c 


CD  to  CO  °0 


oo  to 

I « 

Q  oo 


Q_  O  > 

CD 


00 
I  o 
be- 


i  «3-  CO 

o  -4 


i  tO 
1  CM 


oo  co 


no-. 
1     to  to 


O  CO 


00  00  I —  CO 


a 
z 
< 

CO 
LU 

o 
> 

OS 

LU 
CO 

X 

5 

X 
OS 

o 

Li. 

CO 
LU 
OS 
3 

Z 

LU 
0_ 
X 

LU 

I 

CO 

LU 
_J 

ca 
< 


.■t:  to 
a." 


CO  ^3-  cm 


O  O  Is*  cm 


05  —  in     o  oo'  to 

•— i  CM  OO  CO  — h  CM 

r>»  <=r  cm  — <  «*  — i  S 


00 


o  r- 


00 

o 


^3-  in 
o  oo" 


to 

i  cm' 


i  o 

LO 


o 
o-> 


ocM^nto     r~-LO  ■co«*r^ 


L"CM 


LOcM^*- 


r-~  cm  ^ 


LO  LO 
CM  rt 


00 

O 


o 
o 

oo 
to 

00 
ID 
OO 


■a 

a 

E 


CO 


N^-O^t 
— .  tO 

LO  CM 


o  a-,  oo  co 

O  ■— i  — -I  to 

CO       00  3. 


oo  cm 

r^.*  to'  co* 
oo  ' — i  oo  oo 
LO  CM 

to"  cm" 


tO  LO 
00  CM 


co'  lo' 

i — I  ^3"  tD 


to 
o 

00 


'"'CO     '  o  O0  i 

.* 

"■*  oo     cm'  "*  ! 

[_>  CM     :  tO  CO  i 

oo" 
o 

P  : 
I- 

*3-" 

•  : 

i-n  lo  r-.  co  oo  o 

a-i 

22  cm'  *3-'  o  od  CO 
^ajcMcooocv, 

co" 
r~- 
f— ( 

"*  co  °° 
co'  co'  c^i 

LOCM 


tO  o 

t^Lo" 
■LOfsj 

*  CM 


00 


to 


K  "  r 

°  iSjs 

a>  ca 
^■a  o 

^S"E 
tr-a-g  . 

a.  c^td  -c: 

0)  (5 

Q  "   CO  CO 

—   a> 

CD  r-  03  -C: 
00   =  C  


'  CO 
I  o 

to  o  ■— 
±;  a>  —  5 

co  c  a>  S" 
co  >-  O 

CO  -—   C2  CU 

^—    LJ  O   


=*  a>  c: 

-=  ^     Lu  — 


CD  o 

S  co 


— .  c 
-  2  u  a> 

o>  So 


»  03 

5  E 
-a  >. 

a  . 
o  —  a> 

■  —   TO  v_ 

03  iz:  o  —  ^-v 
'  E^-iSi2  £ 

CO  E  03 

!  S  ---e  S"S 

I  2  O  C3  r  C 

-o  c  aj  ro 
'  £  =  CLCU 

Q-a,™  E  >>2 
!  E  «  ca"C  ro-= 
■  o  '=t;  CO  —  ° 

uSao=Ti 
o  w  wai  c  c 

W  °Q 
=  to  o.; — 

'"TO          CD  =  ro 

£  o  2  E 

5  O  0)  SI 

SQ.CJQ 


to  co  "*  m  o 

CM  lo'  0*5  tO  CO* 

**  oo  r;  •— 1  co 

CM  00  CO 


r^-ro^'-'^Ooo'O 
fi;  od  J>  to'  oo'  lo'  o  o-i 

LO       O0  — i-icvji —  CM 
00       00  CM  CM  tO 


CM  CsT 


-a  *S  = 

s  •= E 

13  CO 

CD   Q- 

E 


—  "CJ 

m  cd 

>  E 


•— .   LJ  = 


CD  CO 

E  2"C0  05 
W  fc  U  00 


"■=■-=  s- 

re  w  O 

■E,.2  | 
00  <— 


to  o  o  cd 


—      ■—  m  c  aj 


o  ~ 


>.  to  CD  T-  . 


>  -a 

13  CO 
0  -c 

CO  CD 


lo  Q.  CD^I-— 


co  sz 

CU  o 


CO  cd 


r  cd 
-o  <-> 

CD  £ 

So 


«  01  cr:.S;  o 
o  co  re  —  o 

CO    =  O0-=—   <3J^  > 

Licdco   co^:"5  

OP.,  ^co 

=  "2—  £Soo^ 


^  o 

=3  to 

00 

c  = 

—  cu 

00 

—  CD 


|_  CD 
CD  tj 
'C  '2. 


.5  oj 


i_  oo 
c  c 

J3  3 

S  *<  ■ 

TO  CD  00 

igis  2 

■Jao 

Q.  00  -• 
,_  O  Q. 

CD  CD 
1   »  CO 

=  •5  u 

*U  fl)  CJ 

to  ro  c 

iS  0 

03  00  "0 
CD  Co 
CD  CD 

f  >•£ 


a> 


■o  >- 
cd  o  -a 

^§ 
CO  c  o 

=  E  J2 
~  >i  E 

r—  CO 

_  00 


to  .i  >< 
a>  -a  =: 

C13  CD  TO 
=  S- 


£  E 


0°  =3  cu,2-o=  - 


CD 


CD 
u_  00 

w—   CD  OO 

roE"3 
""^ 

2  ro-= 
j=  ca*- 

c  E=  != 
—  fc  a 

>-  =*- 

0  E  co" 

^  CD  CD 

g  CD 
=  CD  CD 

2-=  E 
=  55 

to  00 

c  «2 
■-  c.5 
ra  =  - 

U  °T3 

=§  £  = 
CD  03  fO 

00 

CO  cz 

CV  CD  CD 

fed) 
o_  CO  OO 
Q-  CD  7 

"5  =;to 


O  l_ 

CD  O 

=  0>"E 

Six:  co 
E^.H 
>.  c  -a 

CO  •—  CD 

E.iS 

.=  S-a 

CD  "5.  O 


00  00  ca 

■g-g  S 

=  =  03-' 

o  o  r  C 

C  r  1  0) 

—  00 

  CD  ■  — 


243 


Third-Party  Payments 

As  health  expenditures  have  risen,  an  increasing  proportion  has 
been  paid  by  third  parties.  Although  aggregate  payments  have  ri<rn. 
the  individual  has  had  a  diminishing  share  to  pay  directly  out  of  his 
pocket  .Private  health  insurance,  philanthropy,  and  industry  (through 
industrial  in-plant  services)  have  helped  reduce  the  consumer's  direct 
payments.  These  private  third-party  outlays  coupled  with  Govern- 
ment health  expenditures  have  grown  significantly  in  the  past  few 
years  (table  5). 

In  fiscal  year  1950,  direct  payments  had  represented  68  percent  of 
the  total  and  the  remaining  32  percent  had  been  contributed  by  third 
parties  as  follows:  Federal,  State,  and  local  governments  {20  percent), 
private  health  insurance  (3  percent)  and  philanthropy  and  others  (3 
percent) . 

In  the  1950's,  private  health  insurance  grew  substantially.  Thus  by 
fiscal  year  1960,  third  parties  paid  45  percent  of  the  personal  health 
care  bill,  distributed  as  follows:  The  government  share  was  22  percent, 
the  private  health  insurance  share  moved  up  to  21  percent,  and  2  per- 
cent came  from  philanthropy. 

With  the  implementation  of  Medicare  in  1966,  a  number  of  changes 
occurred  in  the  source  of  payment  for  medical  care  services.  In  fiscal 
year  1971,  third-party  payments  increased  to  63  percent  of  the  total, 
with  the  government  proportion  rising  to  36  percent  and  the  share 
held  b}^  private  health  insurance  advancing  to  26  percent;  direct  pay- 
ments were  further  reduced  to  37  percent  (chart  3). 

In  the  area  of  hospital  care  expenditures,  the  growth  of  private 
health  insurance  and  the  impact  of  Medicare  and  Medicaid  have  been 
especially  influential  in  reducing  the  share  of  direct  payments  by 
consumers.  In  fiscal  year  1971,  the  third-party  share  of  hospital  care 
expenditures  reached  87  percent — 36  percent  from  private  health 
insurance,  1  percent  from  philanthropy  and  industry,  and  50  percent 
from  Government.  Consumers  directly  paid  only  13  percent  of  the 
total  hospital  bill. 

For  physicians'  services,  however,  the  share  paid  by  third  parties 
is  not  so  substantial.  In  1971,  third-party  payments  represented  61 
percent  of  the  total — 36  percent  came  from  health  insurance,  25 
percent  from  public  funds,  and  the  remaining  fraction  from  philan- 
thropy and  industry. 

PRIVATE  HEALTH  INSURANCE 

The  private  health  insurance  portion  of  third-party  outlays  has 
shown  considerable  growth  in  the  last  few  years.  In  fiscal  year  1971 
alone,  benefit  payments  of  $16.6  billion  were  15  percent  higher  than 
pa3Tments  in  the  previous  year.  In  the  past  5  years,  these  payments 
have  averaged  increases  of  about  13  percent  per  year. 

The  impact  of  private  health  insurance  varies  substantially  with 
type  of  service.  For  all  types  of  personal  health  services  and  supplies, 
private  health  insurance  paid  one-fourth  of  the  bill;  for  both  hospital 
care  and  physicians'  services  it  paid  36  percent;  but  for  all  other 
services  and  supplies  it  paid  only  4  percent  (table  6). 

The  cost  of  private  health  insurance  is  classified  as  a  consumer 
expenditure.  About  41  percent  of  the  1971  consumer  personal  health 
bill  was  financed  through  private  health  insurance  benefit  payments. 
Benefit  payments  paid  nearly  three-fourths  of  the  consumers'  hospital 
bill  and  almost  one-half  of  their  physicians'  bill. 
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Not  all  of  the  cost  of  private  health  insurance  is  borne  individually. 
It  is  estimated  that  about  four-fifths  of  the  premiums  for  employer- 
employee  group  health  insurance  plans  was  paid  for  by  employers. 
These  employer  contributions  represent  more  than  half  the  $18.2  bil- 
lion in  total  private  health  insurance  premium  expense. 

Definitions,  Methodology,  and  Sources  of  Data 

The  national  health  expenditures  estimates  for  fiscal  and  for  calen- 
dar years  are  prepared  together.  The  social  welfare  series  presented  in 
the  December  issues  of  the  Bulletin  report  data  for  fiscal  years  on 
health  expenditures  in  the  public  sector  by  government  program  and 
those  in  the  private  sector  by  major  category  of  expenditure  (direct 
payments,  insurance  benefits,  etc.).  The  national  health  expenditures 
shown  here  are  reported  by  type  of  expenditure  (hospital  care,  phy- 
sicians' and  dentists'  services,  etc.)  and  by  source  of  funds.4 

A  growing  category  of  health  expenditures — medical  training  and 
education — is  not  included  in  the  above  estimates  of  total  health  ex- 
penditures. Work  is  now  in  progress  to  develop  a  methodology  for 
estimating  the  public  and  private  health  portions  of  the  education 
expenditures.  A  compilation  of  Federal  expenditures  for  medical  train- 
ing and  education,  made  by  the  Bureau  of  the  Budget,  is  shown  below. 
This  summary  includes  some  amounts  now  put  under  health  expendi- 
tures— mainly  the  sums  reported  by  the  Department  of  Defense  and 
the  Veterans  Administration. 


4  Similar  data  on  a  calendar-year  basis  are  shown  in  Research  and  Statistics  Note. 
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Fiscal  year— 

Agency 

1969 

1970 

1971 

Total  Federal  expenditures  for  medical  training  and  education  

$805.  5 

$968.8 

$1,049.2 

Department  of  Health,  Education,  and  Welfare   

560.3 

653.0 

687.4 

Department  of  Defense   

119.9 

79.7 

84.8 

Veterans'  Administration       ... 

77.5 

95.0 

115.5 

Department  of  State               .  .    ....            __   .. 

2.8 

4.3 

4.5 

Atomic  Energy  Commission                                              .  . 

.7 

.6 

.5 

Department  of  Labor    

28.1 

113.7 

126.  1 

Other  agencies    

16.1 

22.5 

30.4 

Source:  "Special  Analyses,  Budget  of  the  United  States,  Fiscal  Year  1971,"  p.  170,  and  "Budget  of  the  United  States, 
Fiscal  Year  1972,"  pp.  171-172. 


The  health  and  medical  expenditures  under  public  programs  in  the 
social  welfare  series  are  calculated  by  adding  to  fiscal-year  expenditures 
for  health  programs  the  medical  care  expenditures  under  programs  for 
social  insurance,  public  assistance,  veterans'  programs,  and  other  pro- 
grams.5 Data  for  several  health  programs — including  those  of  the  De- 
partment of  Defense  and  the  Public  Health  Service — are  taken  from 
the  Office  of  Management  and  Budget  special  analysis  of  Federal 
health  programs.6 

In  the  private  sector,  the  data  are  estimated  first  on  a  calendar- 
year  basis  by  type  of  expenditure  and  then  converted  to  fiscal-year 
figures  on  the  basis  of  price  and  utilization  change  during  6-month 
periods.  The  general  method  is  to  estimate  the  total  outlays  for  each 
type  of  medical  service  or  expenditure  and  to  deduct  the  amounts 
paid  to  public  and  private  hospitals,  physicians  in  private  practice, 
etc.,  under  the  public  programs  reported  in  the  social  welfare  expendi- 
ture series.  The  fiscal-year  figures  for  each  public  program  are  allocated 
by  type  of  expenditure  on  the  basis  of  published  and  unpublished  re- 
ports for  each  program.  In  general,  the  consumer  expenditures  are 
residual  amounts,  derived  by  deducting  philanthropic  and  govern- 
ment expenditures  from  the  total  expenditures  for  each  type  of  service. 

HOSPITAL  CARE 

The  estimates  of  expenditures  for  hospital  care  are  based  on  the 
data  on  hospital  finances  published  by  the  American  Hospital  As- 
sociation, and  increased  slightly  to  allow  for  nonreporting  and  for 
osteopathic  hospitals.  Expenditures  for  the  education  and  training  of 
physicians  and  other  health  personnel  are  included  only  where  not 
separable  from  costs  of  hospital  operations. 

There  are  some  definitional  differences  between  the  public  and 
private  sectors  in  hospital  care  expenditures.  Expenditures  by  the 
Veterans'  Administration  and  the  Department  of  Defense  for  physi- 
cians' services  are  included  as  part  of  hospital  care  expenditures. 
Services  of  paid  physicians  in  mental,  tuberculosis,  and  general  hos- 
pitals— whether  public  or  private — are  part  of  hospital  care,  but  self- 
employed  physicians'  services  in  hospitals  are  not  counted  as  hospital 
expenditures.  The  costs  of  drugs  used  in  hospitals  are  also  included  in 
hospital  care.  Anesthesia  and  X-ray  services  are  sometimes  hospital 
care  expenditures  and  sometimes  expenditures  for  physicians'  services. 

5  For  a  complete  description  of  these  public  programs,  see  Tda  C.  Merriam  and  Alfred  M.  Skolnik,  Social 
Welfare  Expenditures  Under  Public  Programs  in  the  United  States,  1929-66  (Research  Report  No.  25),  Office 
of  Research  and  Statistics,  Social  Security  Administration,  1068. 

6  See  "Special  Analysis  L,  Federal  Health  Programs,"  Special  Analyses,  Budget  of  the  United  States,  Fiscal 
Year  1971. 
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Estimates  of  the  sources  of  funds  are  made  for  each  type  of  hospital 
ownership  separately.  The  Federal  expenditures  for  Federal  hospitals 
represent  the  total  expenses  of  these  hospitals,  less  consumer  payments 
for  care  in  such  hospitals  and  any  payments  to  them  by  State  and 
local  governments. 

State  and  local  government  expenditures  for  care  in  their  own  hos- 
pitals represent  total  hospital  expenses  of  State  and  local  governments, 
plus  vendor  payments  from  State  and  local  programs,  less  State  and 
local  payments  to  Federal  and  nongovernment  hospitals. 

Consumer  payments  for  care  in  nongovernment  hospitals  represent- 
to  tal  revenues  of  the  hospitals,  less  Federal,  State,  and  local  govern- 
ment payments  and  less  estimated  receipts  from  philanthropy. 


SERVICES  OF  PHYSICIANS  AND   OTHER  HEALTH  PROFESSIONALS 


The  estimates  of  expenditures  for  the  services  of  physicians  and 
dentists  in  private  practice  are  based  on  the  gross  incomes  from  self- 
employment  practice  reported  by  physicians  and  dentists  to  the 
Internal  Revenue  Service  on  Schedule  C  of  the  income-tax  return  (as 
shown  in  Statistics  of  Income,  published  by  the  Internal  Revenue 
Service).  Data  are  totaled  for  practitioners  in  sole  proprietorships  and 
partnerships.  The  total  also  includes  the  estimated  gross  income  of 
offices  that  are  organized  as  corporations,  the  gross  receipts  of  medical 
and  dental  laboratories  estimated  to  represent  patient  payments  to 
medical  laboratories,  and  the  estimated  expenses  of  group-practice 
prepayment  plans  in  providing  physicians'  services  (to  the  extent  that 
these  are  not  included  in  physicians'  income  from  self-employment). 
Estimated  receipts  of  physicians  for  making  life  insurance  examinations 
are  deducted. 

The  gross  receipts  of  physicians  and  dentists  represent  total  expendi- 
tures for  these  services.  Consumer  payments  are  estimated  by  deduct- 
ing vendor  payments  under  government  programs  and  estimated 
payments  to  physicians  and  dentists  from  philanthropic  agencies. 

The  salaries  of  physicians  and  dentists  on  the  staffs  of  hospitals  and 
hospital  outpatient  facilities  are  considered  a  component  of  hospital 
care.  The  salaries  of  plrysicians  and  dentists  serving  in  Indian  health 
activities,  as  well  as  those  in  the  field  services  of  the  Armed  Forces,  are 
included  with  expenditures  of  "other  health  services."  Expenditures 
for  the  education  and  training  of  medical  personnel  (except  in  hospitals) 
are  considered  as  expenditures  for  education  and  are  excluded  from 
health  expenditures. 

The  Internal  Revenue  Service  also  provides  data  on  the  income  of 
other  health  professionals  in  private  practice.  Salaries  of  visiting 
nurse  associations,  estimated  from  surveys  conducted  by  the  National 
League  for  Nursing,  are  added  to  the  private  income  of  other  health 
professionals.  Deductions  and  exclusions  are  made  in  the  same  manner 
s  for  expenditures  for  physicians'  and  dentists'  services. 
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TOTAL  HOSPITAL  PHYSICIANS'  OTHER 

CARE  SERVICES  HEALTH 

SERVICES 


DRUGS,   DRUG   SUNDRIES,   EYEGLASSES,   AND  APPLIANCES 

The  basic  source  of  the  estimates  for  drugs  and  drug  sundries  and 
for  eyeglasses  and  appliances  is  the  report  of  personal  consumption 
expenditures  in  the  Department  of  Commerce  national  income  ac- 
counts in  the  Survey  oj  Current  Business.  To  estimate  the  consumer 
portion,  workmen's  compensation  payments  are  subtracted.  The 
Department  of  Commerce  counts  this  expenditure  as  a  consumer 
expenditure,  but  the  Office  of  Research  and  Statistics  counts  it  as  an 
expenditure  of  government.  Total  expenditures  for  drug  and  appli- 
ances are  the  sum  of  the  Department  of  Commerce  estimates  and  the 
expenditures  under  all  public  programs  for  these  products. 

NURSING-HOME  CARE 

Expenditures  for  nursing-home  care  are  derived  by  applying  an 
estimated  cost  per  patient  day  to  the  total  days  of  care.  Total  da}^s  of 
care  are  estimated  by  applying  an  average  occupancy  rate  to  the 
number  of  nursing-home  beds,  as  reported  by  the  Division  of  Hospital 
and  Medical  Facilities  of  the  Public  Health  Service  in  their  annual 
report,  Hill-Burton  State  Plan  Data. 
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TARLE  6.— AMOUNT  AND  PERCENT  OF  PERSONAL  HEALTH  CARE  EXPENDITURES  AND  CONSUMER  EXPENDITURES 
FOR  PERSONAL  HEALTH  CARE  MET  BY  PRIVATE  INSURANCE,  SELECTED  FISCAL  YEARS,  1949-50  THROUGH  1970-71 


Consumer  expenditures  for 

personal  health  care  Private  insurance  payments 


As  a  percent  of— 

Personal 

health  care   —  

expenditures1  Amount  Amount  i         Personal  Consumer 


Fiscal  year  (in  millions)    (in  millions)  Percent    (in  millions)      health  care  expenditures 


ALL  TYPES  OF  SERVICES 


1949  50   $10,402  57,986  76.8  $880  8.5  11.0 

1954-55   15,232  11,350  74.5  2,358  15.5  20.8 

1959-60   22,728  17,272  76.0  4,698  20.7  27.2 

1964-  65   33,498  25,857  77.2  8,280  24.7  32.0 

1965-  66   36,216  27,604  76.2  8,936  24.7  32.4 

1966-  67   41,324  28,110  68.0  9,344  22.6  33.2 

1967-  68   46,323  29,343  63.3  10,444  22.5  35.6 

1968-  69   52,020  32,485  62.4  12,206  23.5  37.6 

1969-  70   58,751  37,335  63.5  14,406  24.5  38.6 

1970-  71   65,133  40,877  62.8  16,615  25.5  40.6 


HOSPITAL  CARE 


1949-50   $3,698  $1,875  50.7  $610  16.5  32.5 

1954-55   5,689  2,904  51.0  1,560  27.4  53.7 

1959-60   8,499  4,707  55.4  3,124  36.8  66.4 

1964-  65   13,152  7,922  60.2  5,488  41.7  69.3 

1965-  66   14,245  8,520  59.8  5,892  41.4  69.2 

1966-  67   16,921  8,149  48.2  6,063  35.8  74.4 

1967-  68   19,384  8,801  45.4  6,731  34.7  76.5 

1968-  69   22,445  10,378  46.2  7,842  34.9  75.6 

1969-  70   26,090  12,964  49.7  9,182  35.2  70.8 

1970-  71   29,628  14,472  48.8  10,608  35.8  73.3 


PHYSICIANS*  SERVICES  2 


1949-50   $2,689  $2,549  94.8  $270  10.0  10.6 

1954-55     3,632  3,384  93.2               797  21.9  23.6 

1959-60     5,580  5,209  93.4  1,524  27.3  29.3 

1964-  65   8,405  7,869  93.6  2,554  30.4  32.5 

1965-  66   8,865  8,258  93.2  2,756  31.1  33.4 

1966-  67   9,738  8,338  85.6  2,898  29.8  34.8 

1967-  68   10,734  8,404  78.3  3,220  30.0  38.3 

1968-  69   11,707  8,877  75.8  3,753  32.1  42.3 

1969-  70   '12,966  9,690  74.7  4,468  34.5  46.1 

1970-  71...    14,245  10,688  75.0  5,139  36.1  48.1 


OTHER  HEALTH  SERVICES  3 


1949-50   $4,015  $3,562  88.7  (<)  0)  0) 

1954-55   5,911  5,062  85.6  0)  (<)  (<) 

1959-60   8,649  7,356  85.1  $50  0.6  0.7 

1964-  65    11,941  10,066  84.3  238  2.0  2.4 

1965-  66   13,106  10,826  82.6  288  2.2  2.7 

1966-  67     14,665  11,623  79.3  382  2.6  3.3 

1967-  68                   ...  16,205  12,138  74,9  492  3.0  4.1 

1968-  69   17,867  13,230  74.0  611  3.4  4.6 

1969-  70....             ...  19,695  14,681  74.5  756  3.8  5.1 

1970-  71    21,260  15,717  73.9  868  4.1  5.5 


1  All  expenditures  for  health  services  and  supplies  other  than  (a)  expenses  for  prepayment  and  administration,  (b) 
government  public  health  activities,  and  (c)  expenditures  of  private  voluntary  agencies  for  other  health  services. 

2  Based  on  data  from  annual  articles  on  private  health  insurance  coverage  and  financial  experience  in  the  Social  Security 
Bulletin. 

3  Includes  insurance  payments  of  small  amounts  for  other  types  of  professional  services  for  1950  and  1955. 
*  Included  in  physicians'  services 

The  cost  per  patient-day  is  based  on  unpublished  data  from  a 
current  survey  of  nursing  homes  financed  by  the  Social  Security 
Administration. 

Consumer  expenditures  in  nursing  homes  represent  the  difference 
between  total  nursing-home  expenditures  and  expenditures  from 
philanthropic  and  government  sources. 
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EXPENSES  FOR  PREPAYMENT  AND  ADMINISTRATION 

Prepayment  expenses  represent  the  difference  between  the  earned 
premiums  or  subscription  charges  of  health  insurance  organizations 
and  their  claim  or  benefit  expenditures  (expenditures  in  providing 
such  services  in  the  case  of  organizations  that  directly  provide  serv- 
ices). In  other  words,  it  is  the  amount  retained  by  health  insurance 
organizations  for  operating  expenses,  additions  to  reserves,  and  profits 
and  is  considered  a  consumer  expenditure. 

The  data  on  the  financial  experience  of  health  insurance  organiza- 
tions are  reported  by  the  Office  of  Research  and  Statistics  annually 
in  a  Bulletin  article  on  private  health  insurance. 

The  administration  component  represents  the  administrative  ex- 
penses (where  they  are  reported)  of  federally  financed  health  programs. 
Such  data  were  available  for  Medicare  and  Medicaid  and  for  the 
Veterans  Administration  hospital  and  medical  program. 

GOVERNMENT  PUBLIC  HEALTH  ACTIVITIES 

The  category  "government  public  health  activities"  is  the  same  as 
the  "other  public  health  activities"  category  in  the  social  welfare 
series  of  the  Office  of  Research  and  Statistics.  The  Federal  portion 
consists  of  outlays  for  the  organization  and  delivery  of  health  services 
and  prevention  and  control  of  health  problems  by  the  Health  Services 
and  Mental  Health  Administration,  the  National  Institutes  of  Health, 
and  the  Environmental  Health  Service  of  the  Public  Health  Service. 
Also  included  are  outlays  by  other  Federal  agencies  for  similar  health 
activities.  The  data  for  these  programs  are  taken  from  the  Special 
Analyses  of  the  Budget. 

The  State  and  local  portion  represents  expenditures  of  all  State  and 
local  health  departments  and  intergovernment  payments  to  the 
States  and  localities  for  public  health  activities.  It  excludes  expendi- 
tures of  other  State  and  local  government  departments  for  air-pollution 
and  water-pollution  control,  sanitation,  water  supplies,  and  sewage 
treatment.  The  source  of  these  data  is  Government  Finances  (annual 
publication  of  the  Bureau  of  the  Census) . 

OTHER  HEALTH  SERVICES 

Items  of  expenditures  that  could  not  be  elsewhere  classified  are 
brought  together  in  the  category  "other  health  services."  It  includes, 
for  each  public  program,  the  residual  amount  of  expenditures  not 
classified  as  a  specific  type  of  medical  service.  In  addition,  it  includes 
the  following  programs,  at  one  time  listed  separately:  (1)  industrial 
in-plant  services,  (2)  school  health  services,  (3)  medical  activities  in 
Federal  units  other  than  hospitals,  and  (4)  those  of  private  voluntas 
health  agencies. 

Industrial  in-plant  services  consist  of  amounts  spent  for  maintaining 
in-plant  services  and  are  based  on  estimates  made  by  the  Bureau  of 
Occupational  Safety  and  Health  of  the  Environmental  Health  Sendee. 
This  item  is  classified  as  a  private  expenditure  in  the  "other"  category. 
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School  health  services  are  readily  identified  as  they  are  the  only 
State  and  local  expenditures  in  this  category.  Expenses  for  these 
services,  estimated  by  the  Office  of  Education,  are  reported  as  a 
separate  item  in  the  social  welfare  expenditure  series. 

Medical  activities  in  Federal  units  other  than  hospitals  are  residual 
amounts  that  represent  primarily  the  cost  of  maintaining  outpatient 
facilities  (separately  from  hospitals),  and  field  and  shipboard  medical 
stations. 

Expenditures  for  private  voluntary  health  agencies,  included  in  the 
"other"  private  outlaj^s  are  the  expenditures  that  remain  after  amounts 
for  hospital  care,  physicians'  services,  etc.,  have  been  distributed. 
They  represent  the  amounts  spent  for  health  education,  lobbying, 
fundraising,  etc. 

MEDICAL  KESEARCH 

Expenditures  for  medical  research  include  all  such  spending  by 
agencies  whose  primary  object  is  the  advancement  of  human  health. 
Also  included  are  those  research  expenditures  directly  related  to 
health  that  are  made  by  other  agencies,  such  as  those  of  the  Depart- 
ment of  Defense  or  the  National  Aeronautics  and  Space  Administra- 
tion. Research  expenditures  of  drug  and  medical  supply  companies  are 
excluded,  since  they  are  included  in  the  cost  of  the  product.  The  Fed- 
eral amounts  represent  those  reported  as  medical  research  in  the 
Special  Analyses  of  the  Budget.  The  amounts  shown  for  State  and 
local  governments  and  private  expenditures  are  based  on  published 
estimates  that  have  been  prepared  by  the  Resources  Analysis  Branch 
of  the  National  Institutes  of  Health,  primarily  in  the  periodic  publi- 
cations, Resources  for  Medical  Research  and  Basic  Data  Relating  to  the 
National  Institutes  of  Health. 

CONSTRUCTION  OF  MEDICAL  FACILITIES 

Expenditures  for  construction  represent  "value  put  in  place"  for 
hospitals,  nursing  homes,  medical  clinics,  and  medical-research  facili- 
ties but  not  for  private  office  buildings  providing  office  space  for  pri- 
vate practitioners.  Excluded  are  amounts  spent  for  construction  of 
water-treatment  or  sewage-treatment  plants  and  Federal  grants  for 
these  purposes. 

The  data  for  value  put  in  place  for  construction  of  publicly  and 
privately  owned  medical  facilities  in  each  year  are  taken  from  the 
Department  of  Commerce  report,  Construction  Review^  Amounts  spent 
by  Federal  and  State  and  local  governments  for  construction  are  sub- 
tracted from  the  total.  The  residual  represents  the  amount  coming 
from  private  funds. 


12.  GOVERNMENT  INVESTMENT  IN  HEALTH  CARE* 


"The  problem  of  providing  satisfactory  medical  service  to  all  the 
people  of  the  United  States  at  costs  which  they  can  meet  is  a  pressing 
one.  At  the  present  time,  many  persons  do  not  receive  service  which 
is  adequate  either  in  quantity  or  quality,  and  the  costs  of  service  are 
inequitably  distributed.  The  result  is  a  tremendous  amount  of  pre- 
ventable physical  pain  and  mental  anguish,  needless  deaths,  economic 
inefficiency  and  social  waste.  Furthermore,  these  conditions  are  largely 
unnecessary.  The  United  States  has  the  economic  resources,  the  orga- 
nizing ability  and  the  technical  experience  to  solve  this  problem." 

In  February,  President  Nixon  sent  a  message  to  Congress  proposing 
major  new  health-care  programs,  but  the  quotation  above  is  not  from 
his  message.  It  is  from  the  final  report  of  the  Committee  on  the  Costs 
of  Medical  Care,  dated  October  31,  1932,  and  signed  by  Ray  Lyman 
Wilbur,  President  Hoover's  Secretary  of  the  Interior.  The  health-care 
"crisis"  has  been  with  us  for  a  long  time. 

Now  Congress  has  begun  considering  the  Administration's  new 
proposals  and  other  far-reaching  legislative  measures.  The  debate  on 
health,  which  will  surely  develop  into  a  major  domestic  issue  of  the 
1972  Presidential  campaign,  comes  at  a  time  when  public  attention  is 
focused  as  never  before  on  the  rapid  increase  in  medical  costs  and  on 
the  discrepancy  between  the  capabilities  of  medicine  and  the  actual 
delivery  of  health  care.  It  comes,  moreover,  at  a  time  when  some 
important  questions  about  health  objectives  have  already  been  settled. 
In  the  past  few  years  a  number  of  legislative  innovations  have  incor- 
porated into  our  attitudes  and  into  law  the  principles  that  all  Ameri- 
cans are  entitled  by  right  to  health  care  and  that  such  care  should  be 
comprehensive  in  scope  rather  than  categorical  as  to  type  of  service, 
means  of  financing  or  population  groups  affected.  The  crucial  questions 
are  how,  and  how  quickly,  these  principles  are  to  be  put  into  practice, 
by  what  means  and  at  the  sacrifice  of  what  traditional  relationships 
and  alternative  benefits. 

The  debate  will  deal  with  a  wide  range  of  proposals  for  more  efficient 
delivery  of  health  care  and  with  various  prescriptions  for  extensive 
health  insurance,  involving  varying  degrees  of  Government  participa- 
tion subsidy.  Complex  as  these  matters  surely  are,  their  technical 
resolution  may  be  the  easier  part  of  the  task  set  before  the  nation. 
The  more  difficult  decisions  will  concern  matters  that  go  to  funda- 
mental issues  of  public  policy:  political  and  economic  ideology,  the 
processes  of  government  and  the  distribution  of  political,  economic 
and  professional  power.  The  major  confrontations  will  concern  the 
allocation  of  resources  and  the  control  of  costs;  the  relations  among 
Federal,  state  and  local  governments;  the  prerogatives  of  Congress 
and  of  the  Executive  departments  and  agencies;  the  roles  of  private 
enterprise  and  the  voluntary  sector,  and  new  powers  for  community 
organizations  and  consumers. 

*  Lewis,  Irving  J.  In  Scientific  American,  v.  224,  April  1971: 17-25.  Reprinted  with  permission.  Copyright 
(c)  1971  by  Scientific  American,  Inc.  All  rights  reserved. 
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The  health  "industry"  is  now  the  third  largest  in  the  country.  It 
employs  more  than  three  million  people,  and  in  the  fiscal  year  1969- 
1970  it  accounted  for  more  than  $67  billion,  or  7  percent,  of  the  gross 
national  product;  only  five  years  earlier  the  total  was  $39  billion,  5.9 
percent  of  the  G.N. P.  Most  of  the  increase  in  expenditure  reflects 
inflation  rather  than  more  utilization,  advanced  procedures  or  better 
facilities.  The  U.S.  compares  unfavorably  with  other  industrialized 
countries  in  an  entire  range  of  generally  accepted  health  indexes  [see 
illustration  on  page  19].  Medical  care  is  poorly  distributed,  with  some 
sections  of  the  country — and  poor  people  in  all  sections — badly  served. 
Some  15  to  20  percent  of  the  population  is  still  without  any  health 
insurance ;  those  who  have  substantial  basic  insurance  can  nevertheless 
suffer  devastating  expenses  in  a  serious  illness.  Either  the  traditional 
fee-for-service  gateway  or  the  dreariness  of  out-patient  clinics  keeps 
people  away  from  doctors  until  they  are  sick,  after  which  the  bias 
built  into  health  insurance  favors  their  hospitalization  over  other 
forms  of  treatment. 

The  Federal  Government  now  foots  almost  a  third  of  the  total  health 
bills:  $21  billion  in  the  fiscal  year  1971,  most  of  it  for  Medicare,  Medic- 
aid and  other  current-consumption  programs  that  funnel  money  into 
an  inadequate  system  and  thus  help  to  fuel  the  inflation  in  healthcare 
costs.  Obviously  it  will  take  still  more  Federal  funds  to  improve  the 
system.  Finding  that  monej^  will  not  be  easy,  and  spending  it  in  a  way 
that  does  not  merely  further  inflate  costs  will  not  be  easy  either. 

Any  attempt  to  fund  a  significant  new  Federal  program  collides  head 
on  with  the  Federal  budget  and  the  problem  of  its  "uncontrollables" : 
the  relentlessly  increasing  expenditures,  determined  by  prior  legislative 
or  budgetary  action,  for  social  security  and  veterans'  pensions,  welfare, 
Medicare  and  Medicaid,  interest  on  the  debt,  farm  and  shipping  sub- 
sidies, highway  construction  and  so  on.  The  accumulation  of  these 
commitments  combines  with  population  growth  and  ubanization  to 
press  spending  levels  steadily  upward;  inflation  sharpens  the  rise. 
Uncontrollable  outlays  increased  from  64  percent  of  the  budget  in  1969 
to  69  percent  in  the  1971  budget;  together  with  defense  and  war  spend- 
ing (a  different  kind  of  uncontrollable)  they  accounted  for  89  percent 
of  the  $201  billion  proposed  in  that  budget,  leaving  only  $22  billion 
for  all  controllable  programs! 

The  uncontrollables  also  mortgage  future  Federal  spending.  There 
are  forecasts  (perhaps  overoptimistic)  that  Federal  revenues  will 
increase  by  more  than  $86  billion  by  1976,  but  uncontrollables  will 
consume  about  $56  billion  of  that,  leaving  only  some  $30  billion  to 
cover  any  new  or  expanded  programs  in  the  next  four  years.  A  president 
has  little  flexibility  in  allocating  budgetary  resources,  since  each  of  the 
hundreds  of  Federal  programs  has  its  own  clientele  and  claims; 
politics  calls  for  satisfying  as  many  ot  these  as  possible  and  tends  to 
keep  obsolete  programs  alive.  The  total  budgetary  dilemma  is  rep- 
licated within  the  Department  of  Health,  Education,  and  Welfare 
and  again  in  that  department's  spending  for  health  [see  illustrations 
on  pages  2J+  and  25] . 

Our  Federal  spending  for  health  has  been  influenced  in  recent  years 
by  two  successive  myths.  The  first  was  that  massive  support  of  bio- 
medical research  would  eventually  bring  better  health  care  to  every- 
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one.  Federal  support  for  research,  largely  through  the  National 
Institutes  of  Health,  grew  to  more  than  $1  billion  in  the  1960's.  It  has 
produced  brilliant  advances  in  the  knowledge  and  practice  of  medicine 
but  millions  of  Americans  are  left  with  inadequate  medical  care  or 
none  at  all.  Indeed,  at  this  point  the  most  widespread  demand  is  not 
for  heart  transplants  or  other  exciting  innovations  in  medicine  but  for 
the  more  general  availability  of  the  now  commonplace  methods  and 
procedures  developed  by  laboratory  and  clinical  research  25  or  50 
years  ago. 

In  the  1960's  we  accepted  a  second  myth:  that  lack  of  money  was 
what  stood  between  the  poor  or  the  aged  and  good  health  care.  This 
proposition  could  make  sense  only  if  abundant  medical  services  were 
available  on  the  open  market.  Since  they  are  not,  the  inflation  of 
medical  prices  was  a  major  consequence  of  Government  medical- 
benefit  programs.  Meanwhile,  trying  to  control  the  total  Federal  bill, 
the  Administration  has  not  only  curtailed  benefits  but  also  held  con- 
stant or  cut  down  health  programs  that  are  subject  to  restriction.  As 
Medicare  and  Medicaid  spending  has  soared  the  budgetary  pressure 
has  been  exerted  on  biomedical  research,  manpower  development,  the 
organization  of  services  and  the  construction  of  new  facilities,  accen- 
tuating the  imbalance  between  the  demand  for  health-care  services 
and  the  capacity  of  the  health-care  system  to  respond. 

To  redress  the  imbalance  we  urgently  need  a  strategy  that  will 
expand  capacity,  and  that  means  investment  as  opposed  to  con- 
sumption, Investment  supplies  the  energy  for  change  and  thereby 
offers  an  opportunity  to  shape  a  real  medical-care  system:  more 
manpower  and  move  innovative  use  of  manpower,  better  distribution, 
rational  organization,  more  emphasis  on  preventing  sickness  and  on 
providing  ambulatory  care  rather  than  institutional  care.  Most  of 
these  objectives  are  generally  accepted;  the  question  has  been  how 
to  proceed  toward  them.  The  Administration  has  hitherto  empha- 
sized financial  incentives.  For  example,  last  year  it  asked  for  authority 
to  give  states  a  higher  ratio  of  Medicaid  funds  for  out-patient  facili- 
ties; to  enter  into  contracts  with  "health  maintenance  organizations," 
which  would  render  Medicare  services  on  a  prepaid  capitation  basis 
and  retain  any  savings  they  could  generate,  and  to  expand  experi- 
ments with  incentive  reimbursements  for  hospitals. 

There  is  a  growing  body  of  opinion,  however,  that  incentives  in 
payment  programs  will  not  be  enough  to  produce  either  the  needed 
changes  or  the  required  increase  in  capacity,  that  systems  are  devel- 
oped only  when  external  investment  or  a  diversion  of  some  part  of 
current  cash  flow  provides  venture  capital  and  that  such  capital 
must  be  supplied  within  the  framework  of  the  current-consumption 
financing  programs.  One  suggestion  for  thus  bringing  consumption 
and  investment  together  was  made  by  the  Task  Force  on  Medicaid 
of  the  Department  of  Health,  Education,  and  Welfare,  which  recom- 
mended the  appropriation  of  5  percent  of  annual  Medicaid  funds  to 
organize  neighborhood  services  for  the  poor  and  develop  new  sources 
of  manpower;  it  suggested  that  such  "front  end,"  or  start-up,  money 
might  also  be  a  legitimate  charge  against  Medicare's  Social  Security 
trust  funds. 
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ternal  mortality  the  U.S.  went  from  first  to  seventh  place  in  15 
year*.  Life-expectancy  figures  are  for  various  year*  in  the  1960'f. 


More  far-reaching  proposals  were  incorporated  in  legislation  intro- 
duced last  year  by  Senator  Edward  M.  Kennedy  in  the  Senate  and 
Representative  Martha  W.  Griffiths  in  the  House — legislation  that  in 
its  present  form  will  provide  the  direct  competition  for  President 
Nixon's  new  proposals.  The  Kennedy- Griffiths  bill  would  extend  com- 
prehensive health  insurance,  funded  by  a  payroll  tax  and  general  rev- 
enue and  handled  by  the  Federal  Government,  to  all  Americans. 
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Most  important,  it  would  bind  together  investment  and  current  bene- 
fits by  establishing  a  Health  Resources  Development  Fund  within  the 
new  Health  Security  Agency  to  provide  grants,  loans  and  technical 
assistance  for  "comprehensive  service  systems" — group  practices 
providing  broad  health  care  on  a  prepaid  capitation  basis.  Such  costs 
would  become  a  direct  charge  to  the  insurance  fund,  so  that  money  for 
investment  would  be  built  into  the  ongoing  program. 

By  proposing  grants  and  loan  guarantees  to  help  finance  the  es- 
tablishment of  health-maintenance  organizations,  President  Nixon  in 
his  recent  message  recognized  the  need  for  direct  investment.  The 
decisions  about  the  size  of  that  investment  and  whether  or  not  it  is 
firmly  linked  to  current  spending  programs — and  thus  made  safely 
uncontrollable — may  be  even  more  significant  than  decisions  on  the 
method  and  scope  of  health  insurance. 

An  expansion  of  Federal  activities  in  health  care,  and  in  particular 
any  attempt  to  control  and  limit  Federal  budgetary  commitments, 
must  surely  impinge  on  the  purviews  of  state  and  local  governments, 
raising  issues  of  political  power  with  significance  that  extends  beyond 
the  field  of  health. 

Until  the  enactment  of  Medicare  and  Medicaid,  Federal-state 
cooperation  in  health  care  was  primarily  in  the  form  of  grants  in  aid. 
States,  counties  and  municipalities  provided  what  personal  medical 
care  was  supplied  by  government,  primarily  for  the  poor.  The  state 
role  for  the  general  community  was  mainly  in  such  traditional  public 
health  functions  as  sanitation,  inspections  and  immunization.  The 
Federal  function  included  technical  assistance,  research,  demonstra- 
tions and  increasingly  varied  programs  of  grants-in-aid.  With  minor 
exceptions  the  Federal  approach  was  nondirective,  even  when  new 
programs  to  finance  hospital  construction  and  community  mental 
health  centers  were  developed.  Furthermore,  the  Federal  Government 
reached  the  cities  and  smaller  communities  only  through  the  state 
health  departments. 

The  Johnson  Administration  changed  all  that.  Medicare  is  a  national 
insurance  program.  Control  (such  as  it  is)  rests  with  the  Social  Security 
Administration  and  the  states  are  involved  mainly  in  the  certification 
of  hospitals,  nursing  homes  and  other  providers  of  care.  The  programs 
for  the  poor  (neighborhood  health  centers  and  Model  Cities  projects) 
have  largely  ignored  the  states. 

What  was  unforeseen  was  the  major  burden  placed  on  the  states  by 
the  revamping  of  the  old  categorical  welfare  programs  of  medical 
care  into  the  new  Medicaid  program,  in  spite  of  Federal  grants  that 
cover  as  much  as  83  percent  of  the  cost.  The  fiscal  impact  on  the 
states  and  cities  has  been  close  to  disastrous.  State  and  local  expendi- 
tures for  medical  assistance  rose  from  $764  million  in  1965  to  $2.3 
billion  in  1969.  Frustrated  and  angry,  administrators  and  legislators 
in  the  states  have  acted  to  cut  back  benefits  and  reduce  the  number  of 
eligible  people.  The  failure  of  Medicaid  is  generally  acknowledged. 
It  reaches  only  15  million  of  the  30  to  40  million  people  who  could 
potentially  be  covered.  Last  year  the  Task  Force  on  Medicaid  con- 
cluded that  "the  promise  of  Medicaid  that  some  care,  at  least,  would 
be  available  to  all  who  need  it  has  vanished  into  the  obscurity  of 
state  determination  of  eligibility  and  the  limitation  of  state  resources." 
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UNEVEN  DISTRIBUTION  of  health  care  in  the  U.S.  is  reflected  in  statistics 
for  infant  mortality  and  the  ratio  of  population  to  medical  doctors.  The  average 
infant-mortality  rate  per  1,000  live  births  in  1967  was  19.7  for  whites,  35.9  for 
nonwhites;  the  bars  show  the  rates  in  each  of  the  nine  census  regions  for  whites 
(light  gray)  and  nonwhites  (dark  gray).  There  is  one  doctor  for  about  every  630 
persons  in  the  U.S.  as  a  whole.  The  ratio  varies  by  region  (colored  bars)  and  is 
one  to  500  in  suburbs,  one  to  2,000  in  inner-city  areas. 

With  this  experience  one  may  ask  whether  national  comprehensive 
health  goals  can  be  achieved  with  heavy  reliance  on  state  administra- 
tion and  appropriations,  dependent  as  they  are  on  shifting  state 
political  trends  and  the  reluctance  of  most  state  legislatures  to  spend 
money  on  poor  people.  If  the  Federal  Government  is  hard  put  to  find 
the  extra  resources  for  expansion  and  improvement  of  health  services, 
the  states  are  surely  even  less  able  to  cope  with  the  need. 

What  if  the  Federal  Government  provides  money  and  lets  the  states 
provide  services  to  people?  A  cornerstone  of  the  Nixon  Administra- 
tion's domestic  policy,  the  "New  Federalism,"  proposes  to  shift  re- 
sponsibility and  power  from  the  Federal  Government  to  the  states  by 
providing  more  state  and  local  control  and  decentralization  of  decision- 
making. For  instance,  the  Administration's  proposed  Family  Assist- 
ance Plan  to  reform  welfare  would  place  some  of  the  budgetary  burden 
of  cash  payments  on  the  Federal  Government  but  make  the  states 
responsible  for  the  provision  of  social  services  such  as  day  care  and 
counseling;  it  did  not  pass  last  year  and  is  stalled  in  the  House  Ways 
and  Means  Committee  pending  Administration  revision.  A  similar  fu- 
ture seems  likely  for  the  new  revenue-sharing  bill,  which  would  in  time 
turn  billions  in  Federal  tax  collections  over  to  the  states;  the  states 
would  then  be  expected  to  carry  out  service  functions  assigned  to  them 
under  the  New  Federalism.  Congress  apparently  prefers  to  keep  the 
power  over  funds  where  it  has  been — in  Washington — and  has  shown 
no  signs  of  approval. 
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The  New  Federalism  also  seeks  to  consolidate  traditional  special- 
purpose  (categorical)  grants  into  larger  block  grants  and  to  transfer 
decision-making  to  the  states  and  to  regional  directors  of  Federal 
programs.  Here  too  the  will  of  Congress  to  keep  the  power  in  Wash- 
ington was  demonstrated  by  its  refusal  during  the  past  session  to 
consolidate  individual  hospital  grants  made  under  the  Hill-Burton 
Act  and  by  its  authorization  of  an  enlarged  communicable-disease 


260 


program  along  the  old  categorical  lines.  Both  actions  were  taken  in 
sharp  opposition  to  the  Administration.  Finally,  in  spite  of  the 
Administration's  preference  for  financing  health-care  innovations 
through  the  Comprehensive  Health  Planning  program,  which  has  a 
strong  state  government  emphasis,  Congress  showed  its  own  preference 
for  another  Johnson-era  proposal,  Regional  Medical  Programs,  with 
a  different  power  base  in  the  medical  schools  and  medical  societies. 

It  may  be  that  some  congressmen  think  poorly  of  the  capability  of 
state  government  and  its  responsiveness  to  social  needs.  It  may  also 
be  that  Congress,  which  is  comfortable  in  its  relations  with  Federal 
agencies  in  Washington,  much  prefers  to  retain  power  in  its  own 
hands  and  is  therefore  careful  to  recognize  the  political  strength  of 
mayors  and  other  special  claimants  to  Federal  funds. 

The  new  Administration  health  program  includes  as  a  major  com- 
ponent a  Family  Health  Insurance  Plan  that  would  replace  part  of 
Medicaid  with  a  Federally  financed  and  administered  program  of 
health  insurance  intended  to  cover  an  estimated  five  to  six  million 
poor  families  with  children.  Even  such  a  limited  insurance  program 
could  be  an  important  move  in  the  direction  of  national  health  in- 
surance, since  it  would  be  a  shift  from  a  state-controlled  program 
aided  by  Federal  grants  to  direct  Federal  support  of  individuals. 
In  facing  this  issue  state  health  interests  will  have  to  balance  con- 
cern about  mounting  state  costs  against  concern  about  national 
health  insurance  and  an  expanding  role  for  the  Federal  Government. 

Some  of  the  obstacles  in  the  way  of  an  effort  to  tie  together  funding 
for  consumption  and  funding  for  investment  arise  from  the  complex 
division  of  powers  in  the  health-care  field,  both  among  the  Executive 
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HOSPITAL  CARE  accounts  for  an  increasing  share  of  personal  health-care  expenditures; 
the  demand  for  hospital  facilities  in  turn  exerts  upward  pressure  on  hospital-care  costs. 
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agencies  and  in  Congress.  In  Congress  the  power  relationships  are 
changing  and  the  power  centers  are  shifting.  For  20  years  Senator 
Lister  Hill  of  Alabama  and  Congressman  John  E.  Fogarty  of  Rhode 
Island  were  the  Congressional  leaders  on  all  medical  legislation, 
Senator  Hill  as  chairman  of  the  Senate  Labor  and  Public  Welfare 
Committee  and  the  Subcommittee  on  H.E.W.  Appropriations  and 
Congressman  Fogarty  as  chairman  of  the  House  Subcommittee  on 
H.E.W.  Appropriations.  Their  sponsorship  extended  to  all  impor- 
tant health  and  mental  health  programs.  The  health  establishment 
knew  who  its  leaders  were;  indeed,  Congressional  power  so  exceeded 
Presidential  power  that  Senator  Hill  and  Congressman  Fogarty 
were  virtually  able  to  determine  the  annual  Federal  health  budget 
themselves. 

This  distinct  leadership  no  longer  exists.  The  legislative  means 
chosen  by  the  sponsors  of  Medicare  was  an  amendment  to  the  Social 
Security  Act,  since  Medicare  was  to  be  financed,  like  Social  Security 
pensions,  through  special  payroll  taxes.  Because  the  Constitution 
requires  that  all  tax  measures  originate  in  the  House  of  Representa- 
tives, the  initiative  fell  to  the  Ways  and  Means  Committee,  then  and 
now  headed  by  Congressman  Wilbur  D.  Mills  of  Arkansas.  The  public- 
policy  debate  on  health  insurance  for  the  aged  and  on  expanded 
medical  assistance  for  welfare  recipients  therefore  took  place  in  Waj-s 
and  Means  and  in  the  Senate  Finance  Committee,  now  headed  by 
Senator  Russell  B.  Long  of  Louisiana. 

The  overwhelming  financial  consequences  of  Medicare  and  Medic- 
aid and  of  any  future  national  health  insurance  plan  have  thus 
brought  a  shift  of  power  over  health  affairs  to  committees  whose  pri- 
mary interest  is  in  fiscal  affairs.  Alerted  by  the  early  underestimates 
of  the  price  of  the  Medicare  and  Medicaid  programs,  they  show  much 
interest  in  cost  control,  less  interest  in  improving  health-care  organiza- 
tion or  expanding  services  to  uncovered  areas  and  population  groups. 
Senators  are  of  course  aware  of  the  implications  of  such  shifts  of 
power.  In  an  effort  to  have  hearings  on  national  health  insurance  held 
before  the  Senate  Labor  and  Public  Welfare  Committee  rather  than 
the  Finance  Committee,  a  1970  version  of  the  Kennedy  bill  was 
written  to  provide  for  financing  from  general  revenue  rather  than  by 
a  payroll  tax.  That  was  unrealistic  and  the  current  bill  calls  for  a 
payroll  tax — and  consequently  has  been  referred  to  Finance. 

The  peculiarities  of  the  Congressional  committee  system  give  special 
importance  to  the  principle  of  linked  funding  for  benefits  and  invest- 
ment. Failing  such  linkage,  consumption  spending  (or  cutbacks)  will 
continue  to  be  handled  by  the  Congressional  money  committees  while 
the  committees  directly  responsible  for  health  try  to  find  funds  for 
planning,  reorganization  and  the  establishment  of  group-practice 
organizations. 

.  The  fragmentation  within  Congress  is  to  some  extent  the  result  of 
fragmentation  in  the  Executive  Branch,  which  in  turn  reflects  the 
pluralism  characteristic  of  health  affairs  outside  of  government.  Any 
attempt  to  rationalize  the  uncoordinated  Federal  health  bureaucracy 
will  necessarily  impinge  on  the  private  sector,  to  the  dismay  of  special 
interests.  Even  the  simplest  administrative  task  will  be  one  of  the  most 
difficult  politically :  consolidation  of  the  multitude  of  categorical  grants 
for  narrowly  defined  projects.  This  form  of  Congressional  authoriza- 
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tion  bewilders  administrators  and  requires  an  applicant  to  piece  grants 
together  if  he  wants  to  develop  a  unified  program  that  will  meet  a 
broad  health  purpose.  If  reasonably  integrated  health-service  systems 
are  to  be  developed  at  the  local  level,  consolidation  will  be  necessary, 
but  the  interests  operating  against  change  include  many  voluntary 
associations,  medical  school  researchers  and  state  and  municipal 
health-department  professionals.  Their  strength  reinforces  Congres- 
sional unwillingness  to  give  any  president  even  the  limited  power  to 
combine  grants  that  President  Nixon  asked. 

Beyond  grant-consolidation  is  actual  Government  reorganization. 
The  orderly  delivery  of  health  services  will  require  an  orderly  organiza- 
tion or  programs  and  agencies.  Health  manpower  and  facilities,  re- 
search and  the  planning,  organization  and  delivery  of  services  are  all 
elements  of  health-care  capacity,  and  they  will  have  to  be  welded  into 
a  rational  system  through  financing  and  administration. 

Eventually  the  health  debate  will  concentrate  on  the  machinery  of 
government.  A  way  to  begin  is  to  unify  under  one  operating  head  the 
programs  of  Medicare  (from  Social  Security),  Medicaid,  the  Public 
Health  Service,  the  National  Institutes  of  Health  and  the  health 
programs  of  the  Office  of  Economic  Opportunity.  Any  serious  re- 
arrangement will  surely  provoke  an  uproar  in  the  Executive  agencies 
and  among  their  Congressional  champions.  The  Washington  bureauc- 
racy is  resilient,  and  the  long  life  of  the  Public  Health  Service  in 
the  face  of  successive  reorganizations  testifies  to  its  staying  power. 

Another  final  essentially  political  problem  is  the  difficult  one  of 
cost  control.  A  direct  effort  to  hold  down  costs — independently  of  the 
expansion  of  capacity  that  I  have  discussed — is  necessary  because 
spiraling  public  expenditures  preempt  funds  that  are  required  for 
real  reform  and  other  needed  social  programs  and  simply  because 
consumers  faced  with  thousands  of  dollars  in  medical  bills  demand  it. 
Firm  ceilings  are  not  easily  placed  on  public  spending,  however,  and 
the  complexity  of  medical-care  economics  is  such  that  the  cost  con- 
sequences of  smy  particular  proposal  are  difficult  to  predict  with  cer- 
tainty. Moreover,  it  is  clear  that  an  attempt  to  deal  with  costs  will 
involve  some  measure  of  public  administrative  power  at  the  price  of 
restrictions  on  the  freedom  of  patients  as  well  as  health  professionals. 

The  two  key  determinants  of  cost  are  the  physician  and  the  hospital. 
The  physician  is  motivated,  by  education  and  a  kind  of  technological 
imperative,  to  utilize  the  latest  procedures,  the  most  sophisticated 
tests  and  so  on.  This  attitude  influences  his  decision  as  to  who  does 
and  who  does  not  require  hospitalization,  the  highest-cost  component 
of  medical  care.  To  the  plrysician,  cost  considerations — the  patient's 
or  the  insurance  company's  or  the  Government's — are  secondary  to 
what  he  considers  to  be  the  best  and  most  advanced  medical  practice. 

The  influence  of  the  physician  is  reinforced  by  the  economics  of 
hospital  care.  Since  hospital  income  is  derived  mainly  from  room 
charges,  the  hospital  administrator  learns  early  in  his  training  that 
the  empty  bed  will  be  his  most  expensive  commodity.  (This  is  not 
true  of  prepayment-plan  hospitals.)  He  sees  his  task  as  the  maximizing 
the  income,  not  the  control  of  expenditures — a  task  made  easier  for 
him  by  insurance  preference  for  hospital  benefits  and  by  Government 
reimbursement  on  the  basis  of  "reasonable"  costs. 
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UNCONTROLLABLE  PROGRAMS  claim  a  large  part  of  the  budg-  (are.  Medicare,  financed  by  payroll  taxes,  is  included  with  Social 
el  obligations  of  tbe  Department  of  Health,  Education,  and  Wei-        Security ;  major  uncontrollable  programs  are  Medicaid  and  welfare. 

To  cope  with  these  cost-influencing  factors,  the  Administration  last 
year  proposed  a  number  of  measures  such  as  improved  reviewing  of 
hospital  utilization,  limits  on  doctors'  fees  under  Medicaid  and  experi- 
ments with  hospital  reimbursement  at  predetermined  rates  rather  than 
on  a  cost-plus  basis.  The  Administration's  major  reliance  is  on  allowing 
profit-making  as  well  as  nonprofit  health-maintenance  organizations 
to  retain  any  savings  on  prepaid  capitation  payments  for  the  full 
range  of  services  for  Medicare  as  well  as  non-Medicare  beneficiaries. 
The  proposal  does  not  specify  the  form  of  organization  but  rather 
stresses  flexibility.  It  raises  some  major  unresolved  questions  of  public 
policy.  To  what  extent  should  health  care  be  encouraged  as  a  profit- 
making  activity?  What  performance  standards  should  such  an  organi- 
zation meet?  Should  corporate  organizations  at  the  local  level  be 
encouraged  to  multiply  on  the  assumption  that  uncontrolled  compe- 
tition cuts  costs? 

The  House  approved  an  Administration  proposal  to  "put  teeth  in 
planning"  and  control  the  level  of  hospital  use  by  providing  that  if  a 
capital  investment  has  not  been  approved  by  the  appropriate  planning 
agency,  then  reimbursement  under  Medicare  Medicaid  may  not 
include  depreciation  of  that  investment  as  an  allowable  cost  if  HEW 
so  decides.  In  the  long  run  it  may  be  necessary  to  go  to  a  public- 
utility  form  of  regulation  to  cover  all  hospital  services,  not  just 
Medicare  and  Medicaid.  This  concept  has  traditionally  been  applied 
to  economic  situations  bearing  on  the  public  interest.  The  regulation 
would  presumably  cover  rate  determination  as  well  as  the  approval 
of  patterns  of  service  and  purchases  of  equipment.  (New  York  and 
California  already  have  hospital  franchising  laws  requiring  agreement 
by  local  planning  agencies  that  a  proposed  hospital  construction  is 
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needed,  a  step  in  this  direction.)  The  broadest  national  health- 
insurance  proposals  would  attempt  to  deal  with  costs  by  assuming 
all  health-care  costs  as  a  national  budgetary  charge  in  the  first  instance, 
and  then  allocating  funds  among  regions  for  reimbursement  to  doctors 
and  hospitals  at  predetermined  rates  or  through  negotiated  budgets. 

How  far  the  country  goes  in  developing  constraints  on  costs  will 
surely  depend  on  the  value  it  places  on  such  principles  as  fee-for- 
service  for  doctors  and  the  pluralism  and  competition  so  characteristic 
of  health  services  today,  The  providers  of  health  care  constitute  a 
potent  political  force  and  will  play  a  large  role  in  shaping  public 
health  policy.  The  path  is  likely  to  be  one  involving  minimum  con- 
frontation with  the  medical  professions  and  evolutionary  rather  than 
radical  solutions — unless  the  day  comes  when  Congress  regards  the 
public  budgetary  cost  of  health  care  as  intolerable.  One  of  the  values 
of  a  broad  health-insurance  plan  might  be  that  it  would  hasten  the  day. 


MEDICAID  AND  MEDICARE  now  account  for  about  80  percent  of  H.E.W/s  obligations 
for  health.  They  are  essentially  uncontrollable  programs,  so  that  little  money  is  left  for 
any  other  health  programs  such  as  investment  in  health-care  facilities  or  system  planning. 
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If  this  country  is  to  achieve  comprehensive  health  care,  and  do  so 
(as  I  believe  it  must)  without  establishing  a  unitary  national  health 
service  as  in  Britain,  it  clearly  must  create  a  real  health-care  system 
with  structure  and  order.  Today  health  care  is  offered  by  a  bewildering 
array  of  autonomous  individuals  and  institutions;  an  equally  bewilder- 
ing array  of  government  programs  supports  their  disparate  efforts.  A 
proliferation  of  neighborhood  health  centers  and  community  hospitals, 
of  group  practices  and  even  prepaid  comprehensive  insurance  schemes 
will  not  be  enough  unless  the  parts  are  structured  into  an  effective 
whole.  Health  care  is  ultimately  a  personal  and  family  affair  and  the 
best  setting  in  which  it  can  be  provided  is  the  community.  The  health 
establishment  needs  organizations  that  can  plan  and  manage  the 
delivery  of  health  care  at  the  community  level  with  real  authority. 

The  precise  nature  of  such  a  "community  trustee"  remains  to  be 
defined  but  some  of  its  desirable  characteristics  are  clear.  It  should  be  a 
peculiarly  public-private  mix  with  strong  consumer  involvement;  this 
may  make  health  professionals  uncomfortable  but  they  will  have  to 
realize  that  they  can  no  longer  go  it  alone.  It  should  be  based  on  a 
principle  of  geographic  responsibility  and  be  strong  enough  to  exact 
from  the  medical  resources  of  its  area — physicians,  hospitals  and 
others — the  performance  of  defined  health-care  functions.  It  should 
reflect  at  the  local  level  a  public-private,  lay-professional  alliance  that 
reaches  up  to  some  form  of  health  commission  or  board  at  the  Federal 
level  that  can  see  the  country's  health  needs  whole.  All  of  this  may  add 
up  to  one  of  the  most  complicated  experiments  in  intergovernmental, 
interprofessional  and  public-private  relations  ever  undertaken  in  the 
U.S.,  but  anything  less  may  not  be  enough.  As  the  1932  report  on 
medical  costs  put  it: 

" Whatever  means  may  be  employed,  the  time  has  come  for  action. 
European  countries  may  not  have  proceeded  with  the  greatest  wisdom, 
but  they  have  acted.  Most  of  them  have  developed  organized  systems 
of  medical  care.  We  in  the  United  States,  above  all  other  countries, 
are  now  in  a  position  to  go  forward  intelligently.  .  .  . 

"Delay  can  no  longer  be  tolerated.  .  . 


13.  ECONOMIC  EFFECTS  OF  NATIONAL  HEALTH 

INSURANCE* 

The  nearly  ubiquitous  dissatisfaction  with  the  state  of  affairs  in 
medical  care  has  permeated  even  the  corporate  ranks  of  business  and 
management.  In  the  introduction  to  a  series  of  articles  on  "Our  Ailing 
Medical  System,"  Fortune  magazine  acknowledges  that  "American 
medicine,  the  pride  of  the  nation  for  many  years,  stands  now  on  the 
brink  of  chaos."  1  And  the  lead  article  in  the  series  begins  with  this 
description  of  the  system: 

Our  present  system  of  medical  care  is  not  a  system  at  all.  The 
majority  of  physicians,  operating  alone  as  private  entrepreneurs,  con- 
stitute an  army  of  pushcart  vendors  in  an  age  of  supermarkets.2 

Most  major  current  proposals  for  the  alleviation  of  "chaos"  in 
health  care  rely  on  the  institution  of  national  health  insurance.  This 
paper  presents  the  outlines  of  an  analytic  framework  for  the  identifica- 
tion and  analysis  of  the  economic  effects  of  such  plans.3 

The  Framework  of  Analysis4 

The  characteristics  distinguishing  "national  health  insurance"  from 
a  "national  health  scheme"  are  organizational.  5  6  National  health  in- 
surance is  basically  a  nationally  organized  financial  mechanism  based 
on  social  risk-sharing :  a  public  sy stem  for  the  collective  financing  of 
privately  provided  services.  Its  possible  impact  on  the  basic  medical 
care  variables  of  utilization,  quality,  clinical  delivery  systems,  and 
outcomes  is  indirect,  attained  through  a  sj^stem  of  incentives,  rewards, 
and  regulations.  National  health  schemes,  on  the  other  hand,  are 
direct  systems:  in  addition  to  the  financing  mechanism,  both  the 
organization  of  the  health  system  as  a  whole,  and  of  the  individual 
personal  care  delivery  units  within  it,  are  collectively  determined; 
their  objectives  collectively  established;  their  performance  criteria  set 
and  enforced  by  legally  constituted  public  bodies;  and,  often,  the 
providers  of  service  are  salaried  employees  on  the  public  payroll. 


*  Berki,  Sylvester  E.  In  Inquiry,  v.  8,  June  1971:  37-55.  Reprinted  by  permission.  Sylvester  E.  Berki 
M.A.  is  Lecturer  in  the  Department  of  Medical  Care  Organization.  School  of  Public  Health,  University  of 
Michigan. 

This  paper  is  a  slightly  abridged  version  of  one  presented  to  a  Joint  Session  of  the  Medical  Care  Section, 
A.P.H.A.,  and  the  Conference  on  the  Social  and  Behavioral  Sciences  in  Health  at  the  98th  annual  meeting 
of  the  American  Public  Health  Association,  Houston,  Texas,  October  25,  1970. 

1  Anonymous.  "It's  Time  to  Operate,"  Fortune  81:  79  (January  1970). 

2  Faltermayer,  E.  K.  "Better  Care  At  Less  Cost  Without  Miracles,"  Fortune  81:80  (January  1970). 

3  The  economic  implications  of  national  health  insurance  have  been  discussed  in  some  detail  at  least  since 
1936.  See:  Falk,  I.  S.  Security  Against  Sickness:  A  Study  of  Health  Insurance  (New  York:  Doubleday  and 
Doran,  1936).  A  more  recent  and  more  ideological  discussion  will  be  found  in  Campbell,  R.  R.,  and  Camp- 
bell, W.  G.  "Compulsory  Health  Insurance:  The  Economic  Issues,"  The  Quarterly  Journal  of  Economics  66: 
1-24  (February  1952). 

4  Since  the  time  this  paper  was  written  in  the  summer  of  1970  a  number  of  new  proposals  have  been  intro  - 
duced,  especially  the  Kennedy  Bill,  S.  3,  and  the  Fulton  Bill,  H.R.  4960,  both  92d  Congress,  1st  Session. 
Although  not  done  here,  both  are  amenable  to  analysis  by  the  framework  outlined.  The  Fulton  Bill  is  similar 
in  principle  and  approach  to  the  Fannin  Bill,  studied  in  detail. 

5  Roemer,  Milton  I.  The  Organisation  of  Medical  Care  Under  Social  Security,  (Geneva:  International  Labour 
Office,  1969)  pp.  27-30. 

•  Glaser,  William  A.  Paying  the  Doctor:  Systems  of  Remuneration  and  Their  Effects  (Baltimore  1970)  pp. 
6-24. 
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Within  it,  the  role  of  the  private  provider  of  care  varies  from  the 
minimal  to  the  marginal. 

The  collective  provision  of  a  financing  mechanism  for  medical  care 
within  the  framework  of  national  health  insurance,  aside  from  ideo- 
logical, sociological,  and  political  considerations,  finds  its  economic 
rationale  in  the  presence  of  two  basic  conditions:  private  markets  for 
the  provision  of  the  service  either  do  not  exist  or,  if  they  do,  perform 
in  an  unsatisfactory  manner;  7  8  9  and /or  the  service  to  be  collectively 
provided  is  invested  with  the  public  interest.10  In  this  sense,  national 
health  insurance  is  not  basically  different  from  rural  electrification, 
T.V.A.,  or  flood  control.  It  is  a  public  project  writ  large. 

One  appealing  framework  for  evaluation  of  the  economic  effects 
of  a  large  public  project  is  cost-benefit  analysis.11  A  basic  difficulty 
in  attempting  to  investigate  the  economic  effects  of  national  health 
insurance,  however,  is  that  in  previous  scholarly  discussions,  as  well 
as  in  the  present  political  debate,  "economic  effects"  have  come  to 
be  identified  with  "cost  effects."  Reflected  as  increased  budgetary 
expenditures,  in  increased  utilization,  or  in  increased  administrative 
expense,  costs  presumably  are  hard-nosed  facts — definable,  identifi- 
able, measurable.12-  13  Benefits,  on  the  other  hand,  whether  expressed 
in  terms  of  increased  levels  of  preventive  care,  in  terms  of  reduced 
mortality  and  morbidity,  or  in  terms  of  greater  accessibility  for  major 
subsets  of  the  population,  are  more  difficult  to  measure.  They  are  less 
amenable  to  the  application  of  refined  analytic  techniques,  more 
"intangible"  and  hence  tend  not  to  be  accorded  the  dignity  of  data. 
As  a  result,  benefits  are  left  out  of  the  anaylsis. 

This  analytic  asymmetry  must  continually  be  borne  in  mind  when 
discussing  the  "economic  effects"  as  in  fact  cost  effects.  The  analysis 
of  costs  effects  in  the  absence  of  measures  of  expected  benefits  will  be 
useful  if,  by  considering  the  likely  effects  of  such  a  national  payment 
system  on  the  organizational  and  behavioral  elements  in  medical 
care,  it  will  permit  predictions,  at  least  at  the  level  of  orders  of  magni- 
tude, of  the  differential  cost  implications  of  different  values  of  policy 
variables. 

In  the  short  run  the  total  direct  and  indirect  private  and  social  costs 
of  any  given  national  health  insurance  system  will  be  determined  by 
the  interaction  of  its  impact  on  utilization  (satisfied  effective  demand) 
and  the  existing  availability  of  resources  (resources  constraints) .  14 15 16 
The  effect  on  utilization,  however,  is  itself  a  composite  of  population 


7  Arrow,  K.  J.  "The  Organization  of  Economic  Activity:  Issues  Pertinent  to  the  Choice  of  Market  Versus 
Nonmarket  Allocation."  In  Haveman,  R.  H.  and  Margolis,  J.  (eds.)  Public  Expenditures  and  Policy  Analysis 
(1970)  pp.  59-73. 

8  Zeckhauser,  R.  "Uncertainty  and  the  Need  for  Collective  Action."  In  Haveman,  R.  H.  and  Margolis, 
J.  (eds.)  Public  Expenditures  and.  Policy  Analysis  (1970)  pp.  96-116. 

9  Akerlof,  George  A.  "The  Market  for  'Lemons':  Qualitative  Uncertainty  and  the  Market  Mechanism," 
The  Quarterly  Journal  of  Economics  84:488-500  (August  1970). 

i°  Steiner,  P.O.  "The  Public  Sector  and  the  Public  Interest."  In  Haveman,  R.  H.  and  Margolis,  J.  (eds.) 
Public  Expenditures  and  Policy  Analysis  (1970)  pp.  21-58. 

»  Grosse,  R.  N.  "Problems  of  Resource  Allocation  in  Health."  In  Haveman,  R.  H.  and  Margolis,  J. 
(eds.)  Public  Expenditures  and  Policy  Analysis  (1970)  pp.  518-548. 

12  Waldman,  S.  "Tax  Credits  for  Private  Health  Insurance:  Estimates  of  Eligibility  and  Cost  under 
Alternative  Proposals."  U.S.  Department  of  Health,  Education  and  Welfare,  Social  Security  Administra- 
tion, Office  of  Research  and  Statistics,  Staff  Paper  No.  3  (October  1969). 

13  Baird,  C  W.  "A  Proposal  for  Financing  the  Purchase  of  Health  Services,"  The  Journal  of  Human 
Resources  5:89-105  (Winter  1970). 

14  Falk,  L  S.  "The  Economic  issues  of  Compulsory  Health  Insurance:  Comment,"  The  Quarterly  Journal 
of  Economics  66:572-591  (November  1951). 

"Campbell,  R.  R.,  and  Campbell,  W.  G.  "The  Economic  Issues  of  Compulsory  Health  Insurance: 
Reply,"  The  Quarterly  Journal  of  Economics  67:  125-135  (February  1953). 
16  Kemp,  A.  "Health  Services  and  Political  Economy,"  Modern  Age  7:255-268  (Summer  1963). 
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and  benefit  coverage,  as  well  as  provider  attitudes,  incentives,  quality 
criteria,  and  present  levels  of  pent-up  demands,  along  with  such  policy 
j  parameters  as  the  population's  age,  sex,  income,  and  urban-rural  dis- 
tributions, not  to  mention  its  attitudes  toward  health,  the  sick  role, 
and  the  system.17  18  It  appears  to  be  a  useful  exercise,  therefore,  to  at- 
tempt to  disaggregate  the  possible  effects  and  to  order  them  within  a 
framework  capable  of  illuminating  their  interdependencies. 

THE  INSTRUMENTALITIES  OF  POLICY:  POLICY  VARIABLES 

Consider  as  policy  variables  those  elements  of  the  system  which  are 
tractable  to  social  policy  decisions,  and  policy  parameters  those  that 
are  not.  Target  population,  for  example,  is  a  direct  and,  in  most  cases, 
crucial  policy  variable,  while  the  resource  constraints  existing  at  a 
given  time  are  parameters.  What  is  a  variable  and  what  is  a  parameter 
is  partially  determined  by  the  time  horizon  chosen :  elements  which  for 
purposes  of  policy-making  must  be  considered  parametric  in  the  im- 
mediate period  (say,  five  years)  may  be  considered  variables  over  a 
longer  time  span.  The  objective  of  policy  is  to  induce  desired  behavior 
through  the  interactions  among  the  policy  variables  and  those  phenom- 
ena— economic,  sociological,  psychological,  and  institutional — which 
for  the  purposes  of  public  policy-making  must  be  considered  para- 
metric. The  problem  for  the  economic  analysis  of  public  policy — in 
this  case  national  health  insurance — arises  from  the  multiplicity  of 
interactions  among  the  policy  variables  and  parameters  and  their 
differential  direct  and  indirect  effects  on  costs. 

Consider  a  simple  schematic  representation  of  the  basic  policy 
variables  (Figure  I)  and  what,  for  economic  analysis,  are  the  basic 
parameters:  resource  constraints.  Prior  to  a  somewhat  more  detailed 
discussion  of  the  dimensions  of  the  variables  and  of  their  direct  and 
indirect  effects  (outlined  in  Table  1),  it  may  be  said  that  the  list  of 
available  policy  variables  are : 

A.  Target  Population 

B.  Target  Benefit  Coverage 

C.  Target  Utilization 

D.  Payment  Mechanisms 

E.  Incentive  Mechanisms 

F.  Organizational  Modalities 

The  dimensions  of  Target  Population,  in  terms  of  the  definition 
of  the  population  groups  to  be  the  beneficiaries  of  the  plan,  and  the 
dimensions  of  the  Target  Coverage,  in  terms  of  what  services  are  to 
be  covered,  will  jointly  but  not  exclusively  determine  Target  Utili- 
zation. Target  Utilization  may  further  be  specified  in  terms  of  patterns 
of  care  along  the  dimensions  of,  say,  comprehensiveness  and  quality 
criteria,.  It  is,  therefore,  the  combination  of  Target  Population,  Target 
Coverage,  and  Target  Utilization — the  interaction  of  three  inde- 
pendently variable  policy  tools — that  would  appear  to  result  in  Ob- 
served Utilization. 


17  Klarman,  H.  E.;  Rice,  D.  P.;  Cooper,  B.  S.;  and  Stettler,  H.  Louis  III.  "Sources  of  Increase  in  Selected 
Medical  Care  Expenditures,  1929-1969."  U.S.  Department  of  Health,  Education,  and  Welfare,  Office  of 
Research  and  Statistics,  Staff  Paper  No.  4  (April  1970) . 

18  Coe,  R.  M.;  Friedmann,  E.  A.;  Peterson,  W.  A.;  Sigler,  J.;  Saunders,  H.;  Marshall,  D.;  and  Brehra. 
H.  P.  "The  Impact  of  Medicare  on  the  Utilization  and  Provision  of  Health  Care  Facilities:  A  Sociological 
Interpretation,"  Inquiry  4:42-47  (December  1967). 
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Figure  I.  Schematic  representation  of  basic  policy  variables  and  parameters 
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The  chosen  Payment  Mechanisms,  Incentive  Mechanisms,  and 
Organizational  Modalities  will  also  have  significant  direct  and  indirect 
effects  on  Observed  Utilization.  Furthermore,  Observed  Utilization 
will  be  directly  affected  by  Resource  Constraints.  The  interaction  of 
the  direct  and  indirect  effects  of  Target  Population,  Target  Coverage, 
Target  Utilization,  Payment  and  Incentive  Mechanisms,  and  Organi- 
zational Modalities  of  any  given  plan  and  the  existing  Resource 
Constraints  determine  the  costs  of  that  plan.  We  must  be  careful, 
as  we  shall  show  later,  not  to  confuse  "cost  effects"  with  net  cost 
effects:  reductions  in  current  levels  of  governmental  expenditures 
for  existing  categorical  programs  as  well  as  programmed  reductions  in 
current  levels  of  private  disbursements  for  services  must  be  netted 
out  to  arrive  at  the  net  additional  costs  of  the  plan. 

We  indicate  (by  arrows)  that  Resource  Constraints,  in  addition  to 
determining  Cost  Effects  conjointly  with  Observed  Utilization,  have 
direct  effects  on  Observed  Utilization  itself,  while  at  the  same  time 
they  interact  with  Organizational  Modalities.  Resource  Constraints, 
along  with  the  policy  variables,  will  be  reflected  in  observed  costs  and 
prices ;  but,  in  addition,  to  the  extent  that  the  Payment  and  Incentive 
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Mechanisms  within  the  existing  Organizational  Modalities  do  not 
effectively  ration  existing  resources  among  the  demanders  of  services, 
alternative  allocative  mechanisms  will  evolve  and  in  turn  affect  Ob- 
served Utilization  over  time.  One  such  non-price  allocative  mechanism 
is  the  queue:  waiting  lists  of  office  appointments,  for  elective  admis- 
sions, for  kidney  machines.  Interaction  with  Organizational  Modalities 
and  through  it  with  Payment  Mechanisms  is  designed  to  indicate  thai 
the  nature  and  effectiveness  of  non-price  allocative  mechanisms  to 
emerge  are  not  independent  of  the  given  set  of  delivery  systems  and 
reimbursement  mechanisms.  That  is,  the  rationing  of  services  cannot 
be  assumed  to  be  independent  of  whether  we  are  concerned  with  a 
group  practice  reimbursed  by  capitation,  or  a  group  or  solo  practice 
reimbursed  by  f ee-f or-service ;  nor  yet  of  whether  we  have  vendor  pay- 
ment, user  prepayment,  postpayment,  or  tax  credit.  Cost  and  Ob- 
served Utilization,  therefore,  are  seen  to  be  the  resultants  of  a  multi- 
plicity of  forces,  many  of  which  are  subject  to  manipulation  by  policy 
tools  and  many  of  which  are  not. 

TABLE  1.-P0LICY  VARIABLES  AND  EFFECTS 


Policy  variable  and 

dimensions  Direct  effects  Indirect  effects 


A.  Target  population: 

Who  is  to  benefit        Increased  accessibility   Effects  on  nontarget  current  utilizers. 

Methods  of  exclusion.  Changes  in  perceptions  of  medical  care  Effects  on  nontarget  current  nonutilizers. 
phenomena. 

Methods  of  inclusion-  Changes  in  attitudes  toward  medical  care  Displacement  of  current  categorical  pro- 
phenomena,  grams. 

B.  Target  benefit  coverage: 

What  is  to  be  covered.  Impact  on  provider  service  orientation  Innovational  processes. 

Definition  of  range  of  Prevention-diagnosis-treatment  process  ef-  Supplemental  private  insurance  effects, 
services.  fects. 

C.  Target  utilization: 

Criteria  for  the  inten-  Differential  utilization  effects  by  population,   Income  effects  on  providers, 
sity  of  use:  com  pre-      by  facility,  by  medical  condition, 
hensiveness,  conti- 
nuity, accessibility. 

Medical  criteria  for  Allocative  efficiency  effects  Income  effects  on  users. 

acceptable  Regional  allocative  effects  Distributional  effects.  Macroeconomic  effects. 

processes. 

D.  Payment  mechanism: 

Methods  of  provider  Administrative  cost  effects  Current  program  effects:  Federal,  State, 

payment.  local,  private. 

Bases  of  provider        Budgetary  expenditure  effects,  Federal,   Nonhealth  program  effects.  Tax  base  effects. 

payment.  state,  local.  Distributional  effects. 

Methods  and  bases  of    Private  sector  cost  effects:  carriers,  in-   Income  effects.  Derived  demand  effects, 
revenue  collection.      dividuals,  providers,  suppliers. 

Budgetary  revenue  effects:  Federal,  State,  Tax  base  effects, 
local. 

E.  Incentive  mechanisms: 

Nature  and  dimension  Allocation  and  distribution  effects;  utiliza-   Inter-systems  effects, 
of  incentives:  tion,  costs. 

financial,  pro-         Organizational  modalities   Longrun  effects;  market  entry,  supply  func- 

fessional,  market  tions. 
competition. 
Incentive,  objectives: 
providers,  patients, 
impact  of  incen- 
tives: providers, 
patients. 

F.  Organization  modalities: 

Changes  in  existing      Allocative  efficiency  effects   Observed  utilization.  Regional  effects. 

delivery  systems. 

Changes  in  relation-     Distributive  efficiency  effects   Quality  effects. 

ships  among  exist- 
ing delivery 
systems. 

New  delivery  systems      

Acceptance  of  existing 

delivery  systems 

and  interactions. 
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We  are  attempting  to  specify  a  comprehensive  set  of  variables  and 
parameters  and,  by  indicating  their  dimensions  and  interactions,  to 
establish  the  bases  for  the  development  of  quantitative  models  to 
predict  the  expected  effects  of  any  given  plan.  Not  all  of  the  policy 
variables  need  be  incorporated  in  every  plan  for  national  health 
insurance:  the  argument  here  is  that  we  can  compare  and  evaluate 
alternative  plans  by  considering  which  policy  variables  are  operational 
along  which  dimensions.  Neither  the  A.M.A.'s  "Medicredit"  proposal 
nor  the  Javits  Bill  directly  incorporates  as  operational  policy  variables 
Organizational  Modality.  Under  both  of  these  proposals  services 
would  be  rendered  by  existing  delivery  systems.  Under  the  Javits 
Bill,  however,  changes  in  existing  delivery  systems  would  be  encour- 
aged indirectly  via  the  formulation  of  Incentive  and  Payment  Mecha- 
nism variables  designed  to  foster  the  growth  of  comprehensive  delivery 
systems.  There  are  similar  and  greater  differences  among  the  proposals 
currently  on  the  table  in  terms  of  policy  variables  we  have  identified. 
The  effects  of  each  of  the  plans,  it  may  be  maintained,  will  be  deter- 
mined by  the  direct  and  indirect  effects  of  the  variables.  Let  us, 
therefore,  consider  them  in  greater  detail. 

DIRECT  AND  INDIRECT  POLICY  EFFECTS 

In  Table  1  we  list  the  policy  variables  and  enumerate  their  dimen- 
sions as  well  as  some  of  their  direct  and  indirect  effects. 

The  first  dimension  of  policy  variable  A,  Target  Population,  is 
obvious:  the  set  of  potential  beneficiaries  must  be  defined.  The  second 
and  third  dimensions  are  somewhat  more  problematical:  a  set  of 
potential  beneficiaries  may  be  easily  defined ;  but  for  all  plans  in  which 
not  all  members  of  society  are  included  there  must  be  established 
mechanisms  for  inclusion  and  exclusion.  If  the  excluded  set  is  that 
comprised  of  "nonresident  aliens"  the  mechanisms  for  exclusion  are 
simple  and  obvious.  When  exlusion  is  based  on  family  income,  as 
in  the  1970  Pettengill- Aetna  proposal,19  methods  of  exclusion  to  limit 
target  coverage  to  the  target  population  may  be  in  conflict  with  other 
criteria:  the  undesirability  of  "demeaning"  mechanisms  for  the 
establishment  of  eligibility,  such  as  the  means  test.20  In  either  case, 
Methods  of  Exclusion  may  be  relatively  more  simple  to  devise  than 
Methods  of  Inclusion. 

For  any  defined  dimension  of  the  Target  Population  and  for  any 
increase  in  potential  accessibility  (a  direct  effect),  the  regional  dis- 
tribution of  facilities,  Payment  and  Incentive  Mechanisms,  Target 
Utilization  criteria,  patient  perceptions  of  need  and  attitudes  toward 
the  medical  care  system,  as  well  as  the  orientation  of  existing  and 
to-be-designed  delivery  systems,  together  determine  whether  those 
who  are  eligible  for  services  will  in  fact  utilize  them.  That  is  to  say, 
Observed  Utilization  and  hence  cost  effects  can  not  legitimately  be 
directly  and  uniquely  related  to  Target  Populations:  it  is  not  who 
may  use  the  services  that  counts,  but  who  shall.  One  of  the  direct 
effects  may  well  be  changes  in  patient  perceptions  and  attitudes, 

19  For  a  summary  see:  Waldman,  Saul  and  Peel,  Evelyn.  "National  Health  Insurance:  A  Comparison  of 
Five  Proposals."  Division  of  Health  Insurance  Studies,  Research  and  Statistics  Note  No.  12,  Social  Security 
Administration  (Washington,  D.C.;  GPO,  1970). 

20Weisbrod,  B.  A.  "Collective  Action  and  the  Distribution  of  Tncome:  A  Conceptual  Approach."  In 
Haveman,  R.  H.  and  Margolis,  J.  (eds.)  Public  Expenditures  and  Policy  Analysis  (1970)  pp.  117-141. 


273 


changes  in  social  definitions  of  the  "sick  role."  18  Indirect  effects  of 
plans  with  less  than  universal  population  coverage  on  current  utilizers 
not  included  in  the  Target  Population  may  be  difficult  to  predict 
but  are  nonetheless  important.  If  the  increased  demands  on  existing 
facilities  for  providing  services  result  in  increased  costs,  such  cost 
increases  may  have  negative  income  effects  on  the  excluded  utilizers. 

Policy  variable  B,  Target  Benefit  Coverage,  varies  along  several 
dimensions.  The  most  important  ones  are:  1)  ambulatory,  inpatient, 
long-term;  2)  physiological,  mental;  3)  preventive,  diagnostic,  thera- 
peutic; and  4)  inclusion  or  exclusion  of  dental,  optometric,  phar- 
maceutic, and  rehabilitative  services.  The  direct  effects,  in  combina- 
tion with  the  Payment  and  Incentives  Mechanisms,  can  be  expected 
to  influence  the  service  orientation  of  providers  as  well  as  currently 
practiced  preventive  and  diagnostic  patterns.  While  the  distinction 
between  prevention  and  early  diagnosis  is  somewhat  unclear,  in- 
creased emphasis  on  both  wrould  tend  to  shift  current  relative  demands 
for  diagnostic  and  therapeutic  facilities.  Indirect  effects  may  be 
manifest  in  a  change  of  policy  options  offered  by  private  carriers, 
either  as  supplemental  for  target  populations,  for  services  not  covered, 
or  as  comprehensive  coverage  for  excluded  population  groups.  To  the 
extent  that  generally  high  risk  populations  would  be  covered,  the 
development  of  private  plans  for  population  subsets  with  lower  risk 
wTould  be  enhanced.  Indirect  effects  may  also  redirect  the  orientation 
of  innovation  toward  the  development  of  facilities,  equipment,  and 
processes,  as  well  as  manpower  qualifications,  for  use  in  care  patterns 
emphasized.  The  recent  examples  of  multiphasic  screening  and  the 
Papanicolau  Test  remind  us  of  the  impact  of  scientific  and  social 
orientation  on  innovative  emphasis. 

UTILIZATION  CRITERIA 

Given  the  levels  of  Population  and  Benefit  Coverage,  it  is  useful  to 
consider  as  a  related  yet  separate  variable  the  one  we  have  called 
Target  Utilization.  While  it  is  true  that  covered  population  at  risk 
times  covered  services  will  more  or  less  equal  expeeted  utilization,  we 
should  like  to  stress  both  the  "more  or  less'  and  the  desirability  of 
explicitly  considering  utilization  criteria.  Such  criteria,  considered  as 
dimensions  of  this  policy  variable,  fit  into  two  basic  categories:  In- 
tensity of  Use  and  Medical  criteria.  Whether  any  given  plan  explicitly 
considers  comprehensiveness  and  continuity  of  care,  they  all  gener- 
ally, if  implicitly,  include  medical  criteria  minimally  in  the  require- 
ments for  certification  standards  to  be  met  by  vendors.  We  must  also 
bear  in  mind  the  possibility  of  explicit  inclusion  of  peer  review  mechan- 
isms, organizational  or  other  professional  monitoring,  or  quality  rele- 
vant information  gathering  and  analysis  systems  such  as  MAP-PAS, 
to  mention  but  a  few  readily  available  means  designed  to  attain 
minimum  acceptable  standards  of  care.  Implicitly  or  explicitly,  cri- 
teria of  appropriateness  of  care  are  imbedded  in  Payment  and  Incentive 
Mechanisms.21 22  Whether  it  is  " Volkswagen",  or  "Cadillac"  medicine 

a  Leveson,  I.  "Medical  Care  Cost  Incentives  :  Some  Questions  and  Approaches  for  Re- 
search, "  Inquiry  5  :3-13  (December  1968). 

22  Hill,  L.  A.  "Financial  Incentives — How  They  Could  Reshape  the  Health  Care  System, 
Hospitals  43:58-62  (June  16,  1969). 
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that  any  given  proposal  is  designed  to  deliver,  the  inevitable  effects  of 
the  Payment  and  Incentive  Mechanisms  introduced  will  have  to  be 
evaluated;  and  in  fact,  both  Incentive  and  Payment  Mechanisms 
should  be  designed  with  quality  effects  in  mind.23  24 

From  the  points  of  view  of  analysis  of  the  plans  and  evaluation  of 
their  effects  on  costs,  there  must  exist  some,  even  if  vaguely  defined, 
objective  function.  Since  "economic  effects"  include  benefits  as  well 
as  costs,  it  is  difficult  if  not  impossible  to  analyze  and  to  evaluate  the 
costs  of  producing  an  undefined  output.  Quality  of  care  is  a  basic 
dimension  of  medical  care  output,  whether  defined  in  terms  of  end 
results,  processes,  or  services.  If  by  "objective  function"  we  mean  the 
specification  of  the  set  of  goals  or  objectives  we  wish  to  attain — or  in 
economic  terms,  to  optimize — the  exclusion  of  quality  standards 
means  that  the  outputs  we  wish  to  optimize  and  whose  costs  we  wish 
to  evaluate  are  only  partially  defined.  Further,  while  there  may  well 
exist  trade-offs  between  quality  and  cost,  we  surely  do  not  wish  to  pay 
"Cadillac"  prices  for  "Edsel"  quality — in  fact  we  may  not  want 
"Edsels"  at#  all.  # 

Target  Utilization  criteria,  whether  specified  or  not,  will  in  either 
case  have  significant  resource  allocation  effects.  Recall  that  Target 
Utilization,  in  addition  to  incorporating  separable  criteria,  is  the 
resultant  of  the  composite  effects  of  Population  and  Benefit  Coverage. 
Its  differential  effects  in  terms  of  demands  for  services  on  segments  of 
the  health  care  delivery  system  (which  while  it  may  be  a  "many 
splintered  thing"  nevertheless  exhibits  significant  interrelationships) 
may,  for  example,  shift  a  significant  proportion  of  investigative  and 
diagnostic  services  now  performed  on  an  inpatient  basis  to  ambulatory 
patterns.  From  the  point  of  view  of  resource  allocation  the  efficiency 
of  such  a  shift  cannot  be  evaluated  unless  we  know  which  resources 
are  the  ones  in  relatively  shorter  supply.  That  is  to  say,  the  resource 
allocative  effects  of  reduced  rates  of  hospitalization  together  with 
increased  office  waiting  lists  and  laboratory  queues  are  not  obviously 
in  the  direction  of  increased  efficiency.  Other  resource  allocation  effects, 
also  reflected  in  costs,  may  be  more  easily  evaluated.  The  encourage- 
ment, by  Target  Utilization  Criteria,  Payment  and  Incentive  Mech- 
anisms, as  well  as  by  the  Organizational  Modality  variable,  of  the 
development  of  progressive  patient  care  acute  and  long-term  facilities, 
including  home  care  programs,  imply  the  use  of  less  capital  intensive 
and  more  labor  intensive  processes,  where  part  of  the  labor,  as  a 
matter  of  fact,  is  provided  by  the  patient.  The  same  three  policy 
variables  are  also  expected  to  have  regional  effects.  The  distribution 
of  available  facilities  and  manpower  by  geographic  region,  by  political 
boundary,  or  by  urban-rural-suburban  divisions  is  by  no  means 
homogeneous.  Thus  the  allocative  effects  can  be  expected  to  have  very 
different  regional  effects — reflected  in  significantly  different  regional 
cost  effects,  as  well  as  in  accessibility^ 

Prior  to  proceeding  to  the  discussion  of  the  other  effects  and  vari- 
ables, note  that  in  the  delineation  of  Target  Utilization  effects  we 
have  been  continually  forced  to  mention  the  interactions  of  the  Pay- 

23  Fuchs,  V.  R.,  "Let's  Make  Volkswagen  Medicine  Compulsory,"  Medical  Economics 
110-128  (November  10,  1969). 

24  McGee,  R.  R.  "Cadillac  Medicine  or  Volkswagen  Medicine?"  Medical  Economics  106-110  (November  10 
1969). 


275 


merit  and  Incentive  Mechanisms.  As  an  aside  to  those  who  have  a 
preference  for  tidy  analyses  of  well  delimited  problems  in  terms  of  a 
small  number  of  variables,  consider  that  a  system  of  national  health 
insurance  is  just  that:  a  system  and  national.  In  a  nation  where  the 
population  is  heterogeneous  along  a  multitude  of  dimensions,  where 
the  existing  delivery  units  and  facilities  are  a  rich  mix  of  private, 
public,  nonprofit,  proprietary,  high  quality,  low  quality,  "pushcart 
vendors"  along  with  supermarkets,  the  effects  of  a  national  system  of 
financing  and  organizational  improvement  are  not  tractable  by 
"partial  equilibrium  analysis."  We  cannot,  that  is,  disaggregate  the 
multitude  of  possible  effects  and  then  focus  in  on  just  one  or  two, 
assuming  ceteris  paribus.  We  are  dealing  with  a  system  in  many 
interacting  variables,  none  of  whose  values  can  be  determined  in 
absence  of  the  values  of  the  others.  One  of  the  wonders  is  the  pur- 
ported ability  of  some  "analysts"  to  produce  "actuarial"  estimates  of 
costs  of  national  health  insurance  plans  without  any  specification  of 
even  the  most  obviously  expectable  effects.  One  set  of  such  effects  is 
listed  under  Indirect  Effects  of  Target  Utilization. 

Any  national  health  insurance  plan — regardless  of  its  specific 
Payment  and  Incentive  Mechanisms — which  to  any  extent  alters 
utilization  patterns  will  have  at  least  indirect  income  effects  on  both 
providers  and  utilizers.  Payment  and  Incentive  Mechanisms  may  be 
designed  to  modulate  such  effects  to  attain  desired  objectives.  But  the 
income  effects  will  be  present.  By  income  effects  we  mean  that  the 
incomes  of  both  utilizers  and  providers  will  be  affected.  There  is 
sufficient  evidence  of  this — in  a  case  more  clear-cut  and  less  contro- 
versial than  that  of  physician  incomes — in  terms  of  Medicare  effects 
on  the  net  revenue  position  of  hospitals.25.  26  The  introduction  of  Title 
XVIII  was  rapidly  reflected  in  increased  net  revenues.  Physician 
incomes  were  also  affected  minimally  by  the  resulting  higher  collection 
ratios.27-  28  While  no  studies  of  changes  in  incomes  of  the  aged  resulting 
from  Medicare  coverage  are  available,  positive  income  effects  can  be 
deduced.  Those  previous  utilizers  whose  out-of-pocket  expenditures 
were  reduced  realized  actual  increases  in  their  money  incomes,  now 
available  for  other  consumption  expenditures;  and  those  previous 
I  non-utilizers  who  under  Medicare  became  utilizers  experienced  an 
increase  in  their  real  income  to  the  extent  that  they  consider  medical 
care  services  a  desirable  component  of  consumption.  But  income 
effects  are  even  more  pervasive.  Expenditures  by  the  non-aged  for 
services  for  the  aged,  to  the  extent  replaced  by  Medicare,  represent 
increases  in  the  income  of  the  non-aged.  The  broader  the  population 
coverage  and  the  more  comprehensive  the  set  of  services  covered, 
the  greater  the  potential  income  effects  will  be  and  the  more  pervasive 
the  potential  distributional  effects.  By  distributional  effects  we  mean 
the  differential  income  effect  by  income  class.  "Potential"  must  be 
emphasized,  for  the  net  resultant  income  distributional  effect  will  be 
equally  determined  by  the  Payment  and  Incentive  Mechanisms 


"  Feldstein,  P.  J.  and  Waldman,  S.  "Financial  Position  of  Hospitals  in  the  Early  Medicare  Period," 
Social  Security  Bulletin  18-23  (October  1968). 

26  Feldstein,  P.  J.  and  Waldman,  S.  "The  Financial  Position  of  Hospitals  in  the  First  Two  Years  cf  Medi- 
care," Inquiry,  6:19-27  (March  1969). 

27  Donabedian,  A.  and  Thorby,  J.  A.  "The  Systematic  Impact  of  Medicare,"  Medical  Care  Review  26: 
567-585  (June  1969). 

28  Payne,  Beverly  C.  "Medicare  in  Michigan."  Reprinted  from  Michigan  Medicine,  69:15-21  (January  1970). 
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adopted.  That  is  to  say,  whether  beneficiaries  in  the  lower  income 
groups  will  receive  relatively  larger  benefits  than  those  in  higher  income 
groups  will  depend  on  what  the  Population  and  Benefit  Coverages 
are,  and,  for  any  given  set  of  these,  on  the  Payment  Mechanism.  We 
shall  return  to  these  questions. 

Consider  also  that  one  of  the  basic  arguments  for  increased  levels 
of  medical  care  utilization,  including  prevention,  rests  on  the  nature 
of  medical  care  as  investment  in  human  capital.  Whether  it  is  invest- 
ment or  maintenance,  if  increased  levels  of  utilization  result  in  lower 
mortality  and  morbidity  rates  among  the  working  age  population,  the 
national  manpower  pool  and  its  effectiveness  will  have  been  increased. 
This  is  one  of  the  macroeconomic  effects  to  consider.  The  other  is  that 
increased  utilization  resulting  in  the  expansion  of  the  health  care  sec- 
tor implies  the  reallocation  of  resources  from  other  sectors  to  this  one, 
in  a  stable  economy;  or,  in  a  growing  economy,  the  redirection  of  some 
proportion  of  the  increased  productive  capacity  into  the  health  sector. 
The  consideration  of  these  effects  is  not  trivial  relative  to  a  sector 
which  currently  absorbs  about  6.5  percent  of  the  G.N.P.,  in  the  neigh- 
borhood of  $70-billion. 

FINANCING  MECHANISMS:   PAYMENT  AND  REPAYMENT 

Much  of  the  current  discussion  and  many  of  the  basic  differences 
among  the  various  proposals  for  national  health  insurance  is  in  terms 
of  the  financing  mechanisms  to  be  employed.  While  the  nature  and 
extent  of  any  given  financial  mechanism  are  directly  intertwined  with 
the  intended  and  unintended  incentive  schemes  embedded  within  it, 
we  propose  to  consider  separately  at  first  the  three  major  dimensions 
of  the  Payment  Mechanism:  Methods  of  Provider  Payment,  Bases  of 
Provider  Payment,  and  Methods  and  Bases  of  Revenue  Collection — 
or  what  in  public  finance  terms  may  be  called  "repayment." 

The  multidimensionality  of  Provider  Payment  Methods  is  indicated 
by  the  existing  mix  of  reimbursement  schemes.  The  possibilities  may 
be  outlined  as  in  Table  2.  Most  of  the  entries  in  the  cells  are  self- 
explanatory.  Under  the  direct  vendor  prepayment  method  we  ma}^ 
have  capitation  as  the  basis.  But  capitation  payment  may  be  limited 
to  selected  income  groups,  as  has  been  done  experimentally  already.29, 
3o,  3i,  32  postpaid  cost  of  service  user  reimbursement  may  also  be 
limited  and/or  graduated  by  income  class.  The  current  proposals 
include  a  variety  of  Bases  and  Methods  of  Payment  listed  in  Table  2, 
with  the  exception  of  prepaid  credit.  A  "credit  card"  system  could 
technically  be  established:  each  member  of  the  Target  Population  to 
be  issued  a  "credit  card"  valid  for  the  provision  of  Covered  Services 
with  or  without  specifying  provider  certification.  The  "credit  card" 
could  be  sold  to  each  covered  individual  at  a  price  functionally  related 
to  a  variety  of  consumer  characteristics,  such  as  age,  family  size,  and 
income.  Vendor  payment  could  also  be  on  a  variety  of  bases,  from 

28  West,  Howard.  "Group  Practice  Plans  In  Governmental  Medical  Care  Programs:  I.  Group  Practice 
Prepayment  Plans  in  the  Medicare  Program,"  American  Journal  of  Public  Health  59:624-629  (April  1969) . 

30  Newman,  Harold  F.  "Group  Practice  Plans  In  Governmental  Medical  Care  Programs:  II.  The  Impact 
of  Medicare  on  Group  Practice  Prepayment  Plans,"  American  Journal  of  Public  Health  59:629-634  (April 
1969). 

31  Shapiro,  Sam.  "Group  Practice  Plans  in  Governmental  Medical  Care  Programs:  III.  Serving  Medicaid 
Eligibles,"  American  Journal  of  Public  Health  59:635-641  (April  1969). 

32  Colombo,  Theodore  J.;  Saward,  Ernest  W.;  and  Greenlick,  Merwyn  R.  "Group  Practice  Plans  In 
Governmental  Medical  Care  Programs:  IV.  The  Integration  of  an  Old  OEO  Health  Program  Into  a  Prepaid 
Comprehensive  Group  Practice  Plan,"  American  Journal  of  Public  Health  59:641-650  (April  1969)  . 
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capitation  to  fee-for-service.  Under  this  plan,  however,  repaymmi 
methods  and  bases,  or  Revenue  Collection,  is  one  of  the  major  de- 
termining forces.  It  is  important  to  stress  that  the  method-  by  which 
revenues  to  cover  expenditures  are  to  be  collected,  and  the  bases  of 
such  revenues,  are  separate  and  separable  questions  from  the  issues 
involved  in  the  selection  of  Provider  Payment  Mechanism- 

TABLE  2.— METHODS  AND  BASES  OF  PAYMENT 


Bases  of  payment 

Methods  of  payment  Prepayment  Postpayment  Mixture 


Direct  (vendor  payment)  Capitation:  Geographic,  occu 

pational,  income  class. 
Indirect  (user  payment)          Prepaid  credit  J  

Prepaid  premium  

Mixture    X    


Fee-for-service:    Customary,   negotiated,  X 

limited,  partial. 
Cost  of  service:  Customary,  negotiated,] 

limited,  partial.  I  x 

Cost  of  insurance:  reimbursement,  tax] 

credit.  J 
X   X 


The  major  income  distributional  effects  on  consumers  will  be  deter- 
mined by  the  choice  of  the  repayment  mechanism,  together  with 
Population  and  Benefit  Coverage.  Given  a  level  of  potential  benefits  in 
terms  of  coverage,  if  repayment  is  to  be  on  a  tax  basis,  then  the  choice 
of  the  base  of  the  tax  (payroll,  income,  employer-employee  contribu- 
tions, personal-business  profit  combination)  and  the  nature  of  the  tax 
(progressive,  proportional,  or  regressive — although  that  is  to  some 
extent  already  determined  by  the  choice  of  tax  base)  is  at  the  heart  of 
the  question  of  equity.  It  will  also  at  the  same  time  have  significant 
geographically  differentiated  Tax  Base  Effects  on  those  state  and  local 
governments  which  currently  use  any  of  the  tax  bases  for  their  own 
taxing  purposes.  That  is  to  say  a  program  financed  by  payroll  taxes 
will  be  more  regressive  than  one  financed  by  graduated  income  taxes, 
or  income  surtaxes  in  combination  with  non-personal  taxes.  But  to  the 
extent  that  local  and  state  taxing  authorities  employ  income  as  a  tax 
base,  their  tax  bases  will  shrink,  generating  a  negative  local  tax  effect. 
The  net  effect  on  state  and  local  budgetary  expenditures,  however,  will 
be  determined  by  two  other  completely  different  issues :  the  proportion 
of  state  and  local  budgetary  expenditures  currently  devoted  to  health 
care  programs,  and  the  extent  to  which  such  programs  would  be  super- 
seded by  a  national  insurance  plan.  This  question  does  not  appear  to 
have  received  previous  attention.  It  is  notable,  however,  that  those 
states  currently  expending  a  significant  proportion  of  their  revenues  on 
medical  care,  either  under  Title  XIX  or  other  categorical  programs, 
would  gain  the  most  by  those  proposed  plans  that  would  obviate  such 
existing  programs. 

Administrative  Cost  effects  are  related  to  methods  of  payment  ami 
repayment,  as  well  as  to  the  organizational  variables  in  the  provision 
of  services.  The  extent  of  the  use  of  third-party  carriers  (whether 
private  or  Blue  Cross  and  Blue  Shield),  the  method  of  vendor  or  user 
payment,  the  presence  or  absence  of  copayment,  the  degree  of  admin- 
istrative centralization  and  coordination,  all  have  to  be  considered 
prior  to  an  estimation  of  the  administrative  cost  attributes  of  any  given 
plan.  Needless  to  say,  Private  Sector  Cost  effects  are  the  subject  of 
the  same  set  of  variables,  as  are  the  Incentive  Mechanisms  to  be 
employed. 
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The  Carrot  and  the  Stick: 
Incentive  Effects 

Incentive  Mechanisms  vary  along  three  basic  dimensions:  objec- 
tives, nature,  and  impact.  In  terms  of  objectives  we  may  consider 
rate  of  utilization,  in  which  case  the  desired  impact  is  on  providers, 
potential  utilizers,  or  both:  the  objective  is  to  eliminate  or  to  reduce 
medically  unnecessary  and  economically  inefficient  patterns  of  care. 
The  capitation  system  is  said  to  have  this  effect  on  provider,33  34 
although  other  proposals  have  been  discussed.35  36  37  38  39  Nonfinan- 
cial  incentives,  such  as  peer  review,  are  also  possibilities  with  yet 
different  effects.  The  impact  of  incentives,  or  more  generally  dis- 
incentives, on  users  has  been  much  discussed,  mostly  in  terms  of 
"moral  hazard"  or  "high"  price  elasticity.  But  basically  both  hypoth- 
eses boil  down  to  the  same  argument:  if  out-of-pocket  costs  are 
eliminated  utilization  will  increase  because  a  "free  lunch"  is  free 
because  its  price  is  zero.40  41  42  43  The  effects  of  incentives  and  dis- 
incentives on  users  is  difficult  to  predict  since  previous  analyses  have 
assumed  that  the  consumer  is  the  sole  decision-maker  in  choosing 
between  more  or  less  care,  lower  or  higher  rates  of  utilization.  This 
may  be  correct  in  terms  of  the  demand  for  initial  physician  contact, 
but  certainly  for  that  broad  class  of  services  where  felt  need  or  effective 
demand  cannot  be  translated  into  utilization  (satisfied  demand) 
without  physician  legitimization,  observed  utilization  is  determined 
by  patient  and  by  provider  preferences.  Thus  the  utilization  of  any 
service,  or  process,  which  requires  a  prescription,  admission  slip,  or 
any  other  form  of  physician  legitimization  cannot  be  predicated  on  the 
bases  of  assumptions  about  consumer  preferences  or  "morality." 
There  are  categories  of  demand  for  services  that  may  be  said  to  be 
physician  originated;  however,  the  total  observed  set  of  satisfied 
demands,  or  utilization,  is  a  composite  of  patient-originated  and  pro- 
vider-originated demands.  The  distribution  of  those  demands  among 
various  care  patterns  is  as  much,  or  more,  a  function  of  organizational, 
financial,  and  incentive  variables  as  of  patient  preferences.44 


33  Feldstein,  P.  J.  "A  Proposal  for  Capitation  Reimbursement  to  Medical  Groups  for  Total  Medical  Care."4 
In  Reimbursement  Incentives  for  Hospital  and  Medical  Care,  U.S.  Department  of  Health,  Education  and 
Welfare,  Social  Security  Administration  Research  Report  #26  (1968)  pp.  61-72. 

34  Sigmond,  R.  M.,  "Capitation  as  a  Method  of  Reimbursement  to  Hospitals  in  a  Multihospital  Area." 
In  Reimbursement  Incentives  for  Hospital  and  Medical  Care.  U.D.  Department  of  Health,  Education  and 
Welfare,  Social  Security  Administration,  Research  Report  #26  (1968)  pp.  49-60. 

35  Ro,  K.,  and  Auster,  R.  "An  Output  Approach  to  Incentive  Reimbursement  for  Hospitals,"  Health 
Services  Research  177-187  (Fall  1969). 

36  National  Advisory  Commission  on  Health  Manpower,  Report,  Vol.  1,  (Washington,  D.C;  GPO,  1967) 
p.  147  fl . 

37  Waldman,  S.  "Average  Increase  in  Costs— An  Incentive  Reimbursement  Formula  For  Hospitals."  In 
Reimbursement  Incentives  for  Hospital  and  Medical  Care.  U.S.  Department  of  Health,  Education  and  Welfare, 
Social  Security  Administration,  Research  Report  #26  (1968)  pp.  39-48. 

3«  Cross,  J.  G.  "Incentive  Pricing  and  Utility  Regulation,"  The  Quarterly  Journal  of  Economics  84:  236- 
256  (May  1970). 

39  Babnew,  D.,  Jr.  "Can  the  Profit-Motivated  Center  Stop  the  Medical  Cost  Spiral,"  Hospital  Management 
108:40-41  (August  1969). 

40  Arrow,  K.  J.  "Uncertainty  and  the  Welfare  Economics  of  Medical  Care,"  American  Economic  Review 
941-973  (December  1963) . 

41  Pauly,  M.  K.  "The  Economics  of  Moral  Hazard:  Comment,"  American  Economic  Review  531-537  (June 
1968). 

«  Arrow,  K.  J.  "The  Economics  of  Moral  Hazard:  Further  Comment,"  American  Economic  Review  537- 
538  (June  1968). 

43  Newhouse,  Joseph  P.,  and  Taylor,  Vincent.  "The  Economics  of  Moral  Hazard:  Further  Comment, 
Rand  Reports  P-4080-1  (August  1969). 

44  Bellin,  S.  8.;  Geiger,  H.  J.;  and  Gibson,  C  D.  "Impact  of  Ambulatory-Health-Care  Services  on  the 
Demand  for  Hospital  Beds,"  hew  England  Journal  of  Medicine  808-812  (April  10,  1969). 
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Recall  that  in  Figure  1  we  indicate  a  relationship  between  incen- 
tives, resources,  and  organizational  arrangements.  The  reallocation  of 
service  functions  in  view  of  differential  resource  scarcities  can  be  in- 
fluenced by  the  appropriate  system  of  incentives  and  will  be  infiu- 
|  enced  by  any  plan.  One  of  the  explanations  for  increased  rates  of 
hospitalization  under  insurance  plans  covering  a  wider  variety  of 
hospital  than  ambulatory  services  is  that  the  price  faced  by  the  patienl 
of  covered  services  is  lower  than  the  price  of  uncovered  services :  when 
certain  diagnostic  procedures  are  reimbursed  on  an  inpatient  but  not  on 
an  ambulatory  basis,  the  patient  naturally  prefers,  financially,  the 
inpatient  process.  And  so  might  the  physician.  The  less  comprehen- 
sive the  insurance,  the  more  selective  in  terms  of  services  the  national 
health  insurance  plan,  the  more  built-in  incentives  for  inefficiency 
obtain. 

It  must  also  be  noted  that  less  than  comprehensive  coverage  would 
have  long-run  incentive  effects  as  well.  Service  areas  experiencing 
relatively  higher  rates  of  utilization  would  lead  to  relatively  higher 
(derived)  demands  for  inputs  employed  in  the  production  of  those 
services.  To  the  extent  that  higher  demands  for  inputs  are  reflected  in 
their  higher  earnings,  whether  in  terms  of  wages  and  salaries  or  returns 
on  capital,  those  higher  earnings  can  be  expected  to  lead  to  increased 
entry  of  factors  of  production  into  those  service  areas.  This  does  not 
imply  that  incentives  with  long-term  effects  may  not  be  devised.  One 
answer  to  the  physician  shortage,  if  it  exists,  is  not  only  the  expansion 
of  medical  school  training  capacities  but  subsidies  to  reduce  the  finan- 
cial costs  of  training  to  students.  The  discussions  of  shortages  and 
training  needs  tend  unfortunately  to  assume  a  high  degree  of  regional 
homogeneity:  payment  and  incentive  mechanisms  must  be  analyzed 
with  a  view  to  their  likely  effects  in  bringing  about  a  better  regional 
allocation  of  facilities  and  providers.  One  of  the  ways  of  attaining  the 
direction  of  new  resources  or  the  redirection  of  existing  ones  into  areas 
of  relatively  greater  unmet  need  is  by  the  development  of  new  Organi- 
zational Modalities  jointly  with  Payment  and  Incentive  Mechanisms 
designed  to  attain  that  objective. 

The  Organizational  Modality  aspects  of  national  health  insurance 
plans  may  vary  all  the  way  from  emphasizing  new  delivery  systems 
to  the  complete  acceptance  of  prevailing  ones.  An  obvious  example 
of  the  latter  is  "Medicredit."  Changes  in  existing  systems  may  be 
along  the  lines  of  developing  and  instituting  improved  production 
processes,  improved  systems  of  increased  accessibility  such  as  "out- 
reach" and  neighborhood  health  centers,  or  simply  increased  emphasis 
on  the  development  and  expansion  of  outpatient  departments. 
Changes  in  the  relationships  among  existing  systems  would  have  to 
consider  the  nature  and  role  of  referral  patterns,  the  role  of  com- 
munity hospitals  vis  a  vis  community  physicians,  as  well  as  the  com- 
plete isolation  of  general  medical  practice,  dental  care,  and  optometric 
services  into  sealed  off  categories. 

Questions  of  comprehensiveness,  continuity,  accessibility,  and 
appropriateness  of  care  relevant  under  the  rubric  of  Target  Utili- 
zation are  equally  relevant  under  Organizational  Modalities.  To 
whatever  extent  relationships  between  these  dimensions  of  care  and 
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the  organization  of  delivery  systems  exist  they  must  be  jointly  con- 
sidered. Questions  of  the  differential  economic  efficiencies  of  different 
delivery  systems  are  equally  important.  Whether  because  of  the 
existence  of  economies  of  scale  or  of  the  use  of  different  technologies, 
varying  resource  combinations,  or  simply  different  attitudes  regarding 
the  importance  of  the  use  of  resource-saving  processes,  where  alterna- 
tives exist  the  organizational  framework  most  likely  to  minimize  the 
use  of  resources  to  attain  specified  objectives  will  result  in  the  lowest 
attainable  cost  effects.  That  is  the  meaning  of  allocative  efficiency. 
Questions  of  distributive  efficiency  are  also  involved,  as  well  as  those 
of  regional  and  quality  effects.  "Mainstream"  delivery  systems  de- 
signed to  deliver  "mainstream  medicine"  to  the  white  middle-class 
insured  suburban  silent  majority  are  the  most  likely  to  perpetuate 
the  patterns  of  medical  neglect  of  the  poor,  the  rural,  and  the  black. 
Note,  therefore,  that  the  envisaged  Organizational  Modalities  must 
be  evaluated  by  a  variety  of  criteria:  allocative  and  distributive 
efficiency,  utilization  criteria,  regional  effects,  incentive  and  payment 
effects. 

ANALYTIC  CONCLUSIONS 

We  have  come  full  circle.  We  have  started  our  discussion  of  the 
economic  effects  of  national  health  insurance  by  emphasizing  that  they 
include  not  only  costs  but  benefits  as  well;  but  benefits  are  hard  to 
measure  and  hence  usually  get  lost  in  the  analysis.  Partly  they  are 
hard  to  measure  because  the  monetary  values  to  be  attached  to 
"comprehensive,  continuous,  one-door,  one-class,  high-quality"  care 
cannot  be  based  on  market  signals.  Market  values,  the  prices  observed 
in  private  transactions,  are  not  accurate  reflections  of  real  scarcities 
in  markets  characterized  by  elements  of  monopoly,  legal,  traditional, 
professional,  and  economic  restrictions,  the  prevalence  of  risk  and 
uncertainty,  and  inefficient  resource  allocation  indicated  by  duplica- 
tion, fragmentation,  and  rigidity.  Neither  can  prices  be  taken  to  reflect 
"consumer  preferences"  or  value  received  in  markets  which,  for  them, 
are  shrouded  in  secrecy,  shot  through  with  uncertainty  and  fear; 
and  where  demands,  episodic  in  nature,  are  expressed  in  ignorance  of 
alternatives  or  of  consequences.  Much  work  needs  to  be  done  to  en- 
able us  to  evaluate  benefits  even  at  that  level  of  approximation  at 
which  we  can  estimate  costs.  It  is  with  that  in  mind  that  perhaps  the 
framework  we  have  here  outlined  may  be  useful.  It  should  enable  us 
to  list  all  relevant  effects  and  to  try  to  identify  their  complex  inter- 
actions. As  an  example,  let  us  briefly  consider  within  this  framework  a 
proposed  plan  typical  of  national  health  insurance  plans  employing 
the  tax  credit  mechanism:  The  Fannin  Bill  (S.  4419,  September  30, 
1970),  a  variation  of  "Medicredit." 

An  Application  of  the  Analysis:  The  1970  Fannin  Bill 

The  1970  Fannin  Bill,  like  "Medicredit,"  had  three  separate  parts: 
general  health  insurance,  catastrophic  illness  insurance,  and  peer  re- 
view procedures.  Consider  general  health  insurance  first,  Title  I. 

The  Target  Population  is  less  than  clearly  denned  as  all  U.S.  citizens 
and  those  who  must  file  a  Federal  income  tax  return,  presumably  in- 
cluding resident  foreigners.  This  is,  however,  the  potential  Target 
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Population:  the  mechanism  of  exclusion  is  generally  simple,  on  the 
basis  of  the  income  tax  return;  but  the  mechanism  for  inclusion  is  not 
specified  at  all.  The  Bill  establishes  no  direct  procedure  by  means  of 
which  those  eligible  would  necessarily  be  included  in  the  covered 
population.  This  is,  in  fact,  one  of  its  claims:  ".  .  .  coverage  should 
be  extended  without  Government  interference  on  a  voluntary  rather 
than  compulsory  basis."  An  indirect  mechanism  of  inclusion  may 
potentially  be  present  in  the  use  of  existing  private  carrier-:  to  the 
extent  that  insurance  carriers,  agents,  and  brokers  should  find  it 
financially  rewarding  to  extend  their  population  coverage  under  this 
Bill,  they  may  undertake  advertising  and  other  sales  strategic-  and 
thereby  increase  the  percentage  of  the  potential  Target  Population 
that  becomes  actual.  The  effect  of  such  competitive  behavior,  if  any. 
on  the  relative  position  of  private  carriers  and  Blue  Cross  and  Blue 
Shield  is,  for  these  purposes,  irrelevant.  Current  categorical  program- 
would  not  be  replaced.  The  accessibility  effects  of  the  Bill  are  difficult 
to  estimate,  partly  because  the  benefits  are  differentiated  by  income, 
partly  because  the  Bill  has  nothing  to  say  on  vendor  incentives  or 
organizational  modalities,  and  little  on  target  utilization.  Individuals 
who  qualify  under  the  eligibility  standards  for  either  of  the  two 
methods  of  payment  the  Bill  specifies  must  apply  to  receive  -the 
benefits.  Since  the  tax  credit  method  is  rather  simple  and  tied  to  the 
already  well  known  Federal  income  tax  filing  procedures,  participation 
under  this  method  is  likely  to  be  high.  But  participation  under  the 
"insurance  premium  certificate"  method  is  likely  to  be  rather  low,  if 
at  all  predictable,  because  its  potential  beneficiaries  are  members  of 
socioeconomic  groups  of  more  limited  information  and  lower  accessi- 
bility to  established  carriers. 

Whereas  the  "Medicredit"  proposals  presented  by  Dr.  Russel  B. 
Roth  in  November,  1969  specify  Target  Benefit  Coverage  by  specify- 
ing the  minimum  service  coverage  of  insurance  plans  "qualified"  for 
tax  credit  along  a  number  of  dimensions,  the  Fannin  Bill  does  not  do 
so.  For  its  purposes  it  defines  as  a  "qualified  medical  care  insurance 
policy"  all  existing  insurance  programs  operating  in  accordance  with 
state  law  except  that  they  must  be  "without  regard  to  any  pre-existing 
health  condition"  and  "guaranteed  renewable."  Part  B  of  Title 
XVIII,  the  supplementary  plan  under  Medicare,  is  included.  The 
differences  are  both  interesting  and  relevant  since  while  under  "Medi- 
credit"  supplemental  benefit  coverage  may  be  written  subject  to 
deductible  (usually  20  percent),  there  is  no  explicit  limitation  of  service 
coverage  under  the  Fannin  Bill.  That  is,  if  private  carriers  wished  to 
do  so  they  could  write  whatever  policy  would  be  salable  and  meet 
state  regulations.  Buy  existing  restrictive  state  legislation,  with  respect 
to  prescription  drugs  for  example,  and  the  persistent  problems  of 
adverse  preselection  would  not  be  mitigated  by  the  Fannin  Bill  or  by 
"Medicredit."  It  is  unlikely  that  changes  in  the  currently  privately 
available  insurance  plans  would  be  induced,  particularly  regarding 
long-term,  psychiatric  and  dental  care,  and  prescribed  drugs.  Since 
there  are  no  mechanisms  present  designed  to  alter  the  existing  nature 
of  insurance  coverage,  there  are  no  direct  or  indirect  effects  to  be 
expected.  Thus  the  current  emphasis  on  actue,  episodic,  fragmented 
care  of  variable  quality  would  not  be  disturbed. 
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It  may  be  argued  that  within  the  rubric  of  Target  Utilization  we 
may  expect  some  such  changes,  particularly  with  respect  to  quality. 
Title  III  of  the  Bill  established  the  "Peer  Review  Organization,"  or 
PRO.  The  envisaged  function  of  the  PRO  is  to  "review  the  need  for 
and  quality  of  .  .  .  medical  and  other  health  services"  provided  under 
Titles  V,  XVIII,  and  XIX  of  the  Social  Security  Act.  In  each  state, 
and  where  applicable  at  a  lower  political  level,  the  state  or  local  medical 
society,  in  agreement  with  the  Secretary  of  Health,  Education  and 
Welfare,  is  to  establish  a  "PRO  Commission"  to  administer  the  un- 
specified program.  Advisory  panels  composed  of  representatives  of  the 
professions,  carriers,  and  the  public  are  provided  for.  The  plan  for  the 
PRO  does  not  specify  its  functions  along  any  of  the  dimensions  we  have 
considered  under  Target  Utilization  and  appears,  in  fact,  to  be  de- 
signed to  invest  state  and  local  medical  societies  with  an  additional 
level  of  legal  legitimacy.  To  the  extent  that  medical  societies  have  not 
been  active  in  encouraging  resource-saving  care  processes,  organiza- 
tional innovation,  or  system- wide  integration  of  care  at  the  local  level, 
but  rather  have  been  by  and  large,  actively  opposed  to  such  develop- 
ments, the  Bill  appears  to  assure  that  the  current  system  of  resource- 
wasting  inefficiency  will  be  maintained.  The  Payment  Mechanism 
assures  this. 

There  are  two  basic  payment  mechanisms  in  the  Bill :  tax  credit  and 
the  "insurance  premium  certificate."  The  tax  credit  mechanism  per- 
mits individuals  filing  a  Federal  income  tax  return  to  reduce  their  tax 
liability  by  a  'percentage  of  the  allowable  premiums  they  have  paid  to 
private  carriers,  and  under  Part  B  of  Title  XVIII,  according  to  their 
income.  The  schedule  as  set  forth  in  the  Bill  is  shown  in  Table  3. 

TABLE  3.— SCHEDULE  OF  ALLOWABLE  TAX  CREDITS 


Individuals  filing  Federal  income 
tax  return 


Single,  no  de- 
pendents; mar-  Unmarried  with 
ried,  filing  sep-  dependents; 
arate  returns  joint  returns 

Adjusted  gross  income                                                                  (percent)  (percent) 


Not  over  $2,500    _     100  100 

Over  $2,500,  not  over  $5,000     75  100 

Over  $5,000,  not  over  $7 ,500    „    50  75 

Over  $7,500,  not  over  $10,000      25  50 

Over  $10,000      25  25 


This  appears  to  be  rather  progressive  up  to  about  $10,000  for  a 
family.  But  there  is  no  allowance  for  the  number  of  wage  earners  in 
the  family  generating  the  income  nor  for  the  number  of  individuals 
within  the  family. 

It  can  be  argued  that  family  size  is  already  taken  into  account  by 
the  deduction  for  dependents.  While  that  is  correct,  the  specification 
of  maximum  allowable  premiums  paid  during  the  year  eliminates  that 
degree  of  progressivity  (Table  4).  That  is,  a  head  of  household  filing  a 
joint  return  specifying  the  adjusted  gross  income  for  the  family  for  the 
year  to  have  been  $8,000  may  deduct  a  maximum  of  $300  ($400  x  .75) 
from  his  tax  liability,  if  he  paid  at  least  $400  for  insurance  premiums 
during  the  year.  This  is  regardless  of  how  many  dependents  he  has. 
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Note  that  the  deduction  is  based  only  on  his  own  contributions  and 
not  on  contributions  by  employers,  which  is  subject  to  a  different 
schedule.  This  raises  several  interesting  problems.  Generally  individ- 
uals whose  major  or  sole  source  of  taxable  income  is  wages  and  salaries 
have  their  taxes  deducted  during  the  earning  period.  The  tax  credit 
then  becomes  postpayment:  it  will  be  refunded  and  hence  unavailable 
for  consumption  purposes  during  the  period  earned.  At  low  levels  of 
income  this  is  a  serious  consideration.  Further,  employer  "contribu- 
tion" to  premiums,  from  the  point  of  view  of  economic  analysis,  is  a 
form  of  income:  a  "fringe  benefit"  very  much  within  the  total  earnings 
package  which  is  the  subject  of  negotiations  within  the  framework  of 
collective  bargaining.  But  such  income  is  not  included  in  adjusted 
gross  income. 


TABLE  4- 

-SCHEDULE  OF  MAXIMUM  ALLOWABLE  PREMIUMS 

Type  of  tax  return 

Single,  no 
dependents 

Married, 
separate 
returns 

Unmarried 
with 
dependents; 
joint  returns 

Maximum  allowable  premium  per  year 

     $150 

$200 

$400 

The  value  to  the  employee  of  employer  contribution  would  decrease 
with  increasing  income.  Suppose  an  employer  contributes  $300  per 
year  and  one  family's  adjusted  gross  income  is  $7,200.  Consider  that, 
alternatively,  the  employee  is  to  receive  as  cash  income  the  $300 
previously  contributed  by  the  employer  (Table  5).  The  employee 
would  stand  to  realize  a  net  gain  of  $168  in  cash  or  in  tax  refunds 
(deferred  cash)  and  still  have  the  same  insurance.  The  cost  of  such  a 
net  gain  to  the  individual  would  be  a  loss  of  $168  in  Federal  tax 
revenues,  for  a  net  social  gain,  on  the  assumption  of  no  increases  in 
tax  rates,  of  0.  There  could  be  few  strong  arguments  then  for  main- 
taining one  of  the  most  important  organizational  bases  for  providing 
care  to  the  low-income  population.  It  is  unlikely  that  corporations 
would  welcome  this  aspect  of  the  Fannin  Bill.  The  pattern  of  gains 
would  diminish  along  the  income  distribution,  reaching  a  net  cash 
gain  of  $9  at  adjusted  gross  income  of  $10,000.  This  aspect  does  not 
appear  to  have  been  considered  in  previous  estimates  of  the  cost  of 
"tax  credit"  payment  mechanisms  even  though  it  leads  to  some  inter- 
esting possibilities. 


TABLE  5.— COMBINED  INCOME  EFFECT  OF  CASH  VALUE  OF  EMPLOYER  CONTRIBUTION  AND  OF  TAX  CREDIT 


Adjusted  gross  income 

Federal 
income  tax 
(schedule  II, 
1969) 

Tax  credit 

Net  after 
tax  income 

Net  income 
after  tax 
and  premium 

$7,200   

$7,500     

   $1,228 

1,285 

0 

$225 

$5,972 
6,440 

$5,  972 
6, 140 

Net  gain     

168 

85-166  O— -72  .19 
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Unions  Avhose  membership  has  gross  income  up  to  about  $10,000 
before  dependent  and  other  allowances  would  have  an  incentive  to 
bargain  for  new  arrangements:  if  employer  contribution  to  health 
insurance  premiums  is  $225  or  more,  the  employee  would  be  better  off 
to  receive  the  cash  value  of  that  contribution  as  income.  The  union 
could  become  the  collection  agency  for  premiums  now  deducted  from 
the  employee's  pay  check  as  his  payment  for  the  allowable  insurance 
premium.  The  union,  therefore,  and  not  the  employer  could  become 
the  major  consumer  representative  and  bargaining  agent  vis  &  vis  the 
carriers — a  bargaining  agent  carrying  the  punch  of  cash.  Further,  as 
in  our  previous  example,  the  employee  could  increase  the  amount  he 
pays  for  premiums  to  the  maximum  allowable  of  $400  and  still  realize 
a  net  after  tax,  after  premium  payment,  cash  or  tax  refund  benefit  of 
$143.  One  need  not  push  too  far  to  argue  that  the  union  then  could 
attempt  to  convince  the  membership  to  pay  $400  a  year  in  premiums 
at  the  gross  income  level  of  $10,000,  and  still  have  a  net  cash  gain  of 
at  least  $143.  It  is  interesting  to  note  that  the  cost  of  providing  com- 
plete medical  care  per  family,  excluding  dental  but  including  total 
physician  services  in  the  home,  office  and  hospital,  111  days  per  year 
per  condition  in  the  hospital,  total  laboratory  and  X-ray  services  as 
well  as  all  prescription  drugs,  optometric  and  ambulance  services, 
mental  health  clinic  services,  etc.,  has  been  estimated  to  cost  $492 
per  year.  This  is  not  to  argue  that  the  $492  figure  is  generally  tenable. 
It  is  to  suggest,  however,  that  if  employer  payments  can  be  converted 
to  cash  income,  that — in  combination  with  the  Federal  subsidy,  which 
tax  credit  is — might  be  just  the  sufficient  financial  incentive  and 
financial  enabling  factor  to  move  unions  and  consumer  groups,  such 
as  cooperatives,  into  the  development  of  prepaid  plans;  or  at  the  very 
least,  into  becoming  the  financially  potent  bargaining  agents  on  behalf 
of  their  members  with  the  carriers.  In  either  case,  this  aspect  of  the 
Fannin  Bill,  unlikely  to  have  been  intended  by  its  sponsors,  should  not 
be  overlooked  by  those  interested  in  attaining  what  the  sponsors  of  the 
Bill  were  anxious  to  prevent:  organizational  change. 

In  the  case  of  nonincorporated  employers  the  situation  is  compli- 
cated by  the  potential  for  conflicting  interests  built  into  the  Bill. 
Employers  who  are  also  taxpayers  and  file  a  Federal  income  tax 
return,  such  as  solo  physicians,  may  deduct  60  percent  of  their 
"contributions"  toward  their  employees'  premiums  from  their  own 
tax  liability.  Consider  that  in  the  previous  example  the  employer  is  a 
nonincorporated  businessman,  or  professional.  We  have  seen  that  the 
employee  would  prefer  to  receive  the  $300  "contribution"  as  cash 
income  since  he  would  stand  to  have  a  net  gain  of  $168  and  still  have 
the  same  insurance.  But  the  employer  could  now  reduce  his  own  tax 
liability  by  $180  ($300  x  .6);  hence  the  net  cost  of  his  "contribution" 
of  $300  would  be  only  $120.  The  employer,  presumably,  would  prefer 
this  arrangement.  But  note  also  that  the  gains  to  be  realized  are 
asymmetrical,  always  an  indicator  of  economic  inefficiency.  The 
employer  would  tend  to  gain  $180,  the  employee  $168.  If  we  value 
gains  to  each  at  face  value,  the  maintenance  of  the  system  of  employer 
" contributions"  entails  a  net  loss  of  $12  per  case;  in  the  case  of  only 
one  million  workers,  a  net  economic  loss  of  $12  million. 


285 


The  conflict  of  interest  and  the  inefficiency  is  somewhat  more 
obvious  if  we  consider  an  adjusted  gross  income  of  $10,000.  Assuming 
the  same  $300  contribution,  we  have  seen  that  the  employee  would 
stand  to  gain  a  net  cash  benefit  of  $9.  But  in  this  case  the  employer's 
gain  of  $180  is  clearly  much  larger.  We  are  in  the  weird  and  wonderful 
world  of  subsidies  and  taxes:  it  would  be  to  the  employer's  benefit  to 
maintain  the  "contribution"  pattern  and  presumably  he  would  be 
inclined  to  increase  the  cash  income  of  his  employee  by  anything  up 
to  $180  per  year  to  maintain  it.  At  the  marginal  tax  rate  of  22  percent, 
the  employee  would  then  gain  about  $140  in  net  after  tax  income. 
From  the  social  cost  point  of  view,  not  considering  any  other  effects, 
this  would  be  clearly  desirable:  the  employee  would  gain  $140,  the 
employer  at  least  $1  and  tax  revenue  loss  would  be  minimized  at 
$140  (the  $180  tax  credit  of  the  employer  less  the  $40  increase  in  the 
employee's  income  tax).  Among  other  things,  this  is  a  demonstration 
that  any  arrangement  of  taxes  and  subsidies  is  an  income  redistribution 
scheme;  and  further,  that  the  impact  and  magnitude  of  the  redis- 
tribution depends  on  institutional  arrangements. 

As  if  these  arrangements  were  not  yet  complicated  enough,  the 
Fannin  Bill  also  establishes  the  "Insurance  Premium  Certificate"  for 
those  whose  income  tax  liability  in  a  given  tax  year  is  less  than  $150 
for  single  individuals  without  dependents,  and  less  than  $400  for  heads 
of  household.  Such  individuals  may  apply  for  the  specified  "Insurance 
Premium  Certificate"  which  can  be  used  solely  for  the  purchase  of 
qualified  insurance  coverage.  This  proviso,  with  the  maintenance  of 
Title  XIX  and  other  state  welfare  programs,  would  assure  that  the 
present  multiclass  system  of  service  would  be  maintained. 

It  can  be  seen,  then,  under  Direct  Effects  of  the  Payment  Mecha- 
nism, that  the  Administrative  Costs  of  the  plan  would  be  high.  To  the 
current  administrative  costs  of  carriers  and  public  agencies  would  be 
added  another  layer:  the  Federal  bureaucracy  to  handle  the  "premium 
certificates"  ("Federal  Supplementary  Medical  Insurance  Fund") ; 
and  yet  another,  under  Title  II,  the  "National  Catastrophic  Illness 
Insurance  Fund"  to  handle  reinsurance  under  that  Title,  which  we 
shall  discuss  below.  In  addition  would  be  the  administrative  costs  of 
the  PRO.  The  budgetary  effects  on  the  state  and  local  level  would  be 
negligible,  if  anything,  the  complete  cost  being  borne  at  the  Federal 
level.  As  we  have  seen,  the  nature,  magnitude,  and  impact  of  income 
distributional  effects  are  unpredictable :  they  would  depend  on  induced 
institutional  changes,  as  would  Federal  budgetary  costs.  There  would 
be  no  changes  in  existing  methods  of  provider  payments  by  carriers, 
hence  all  the  present  inefficiencies  would  be  perpetuated.  Neither 
would  there  be  any  regional  reallocations,  while  the  effects  on  current 
health  care  programs  would  be  negligible. 

The  Incentive  effects  of  the  plan  will  be  to  reinforce  the  currently 
operating  incentives  for  inefficiency,  fragmentation,  duplication,  in- 
appropriate patterns  of  care,  high  administrative  and  overhead  costs, 
regional  misallocation,  and  backdoor  care  for  the  poor.  If  the  institu- 
tional changes  in  the  form  we  have  suggested  above  take  place,  changes 
in  Organizational  Modality  would  be  encouraged  by  the  plan. 
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The  extent  to  which  Title  II  of  the  Bill,  entitled  the  "National 
Catastrophic  Illness  Protection  Act  of  1970"  should  be  seriously  dis- 
cussed is  debatable.  It  is  introduced  with  the  statement  that: 

"It  is  therefore  the  policy  of  Congress  and  the  purpose  of  this  title  to  establish 
a  national  catastrophic  illness  insurance  program  under  which  the  Federal  Govern- 
ment, with  the  cooperation  of  the  States  and  their  insurance  authorities  and  with 
the  active  participation  of  the  private  insurance  industry,  will  encourage  the 
issuance  of  private  insurance  policies  which  offer  adequate  health  insurance  pro- 
tection on  such  terms  and  conditions  as  will  guarantee  that  such  protection  is 
available  to  all  Americans  ..."  (p.  13,  emphasis  added.) 

The  Target  Benefit  Coverage  of  Title  II  is  exceptional:  all  services 
are  covered,  nothing  is  excluded.  All  services  and  products  which  are 
considered  appropriate  for  purposes  of  computing  the  medical  expenses 
deduction  under  I.R.S.  regulations  are  included.  The  Target  Popula- 
tion Coverage  also  appears  to  be  exceptionally  broad,  if  not  universal: 
"Each  statewide  plan  .  .  .  shall  be  designed  to  make  extended 
health  insurance  more  readily  available  to  all  individuals  in  the 
State.  .  .  ."  (p.  16)  The  Payment  Mechanism  establishes  the  legit- 
imacy of  insurance  pools  for  the  purposes  of  offering  high  risk  insur- 
ance as  well  as  a  Federally  financed  reinsurance  scheme  under  a 
"National  Catastrophic  Illness  Fund."  Premium  rates  are  to  be 
established  by  state  insurance  authorities  between  the  limits  of 
actuarial  estimates  of  what  it  would  actually  cost  to  make  such  insur- 
ance available  on  an  actuarial  basis  on  one  hand,  and  what  prospec- 
tive beneficiaries  would  be  willing  to  pay  for  it  on  the  other.  The 
mechanism  is  eminently  fair,  clear,  and  a  reasonable  extension  of 
private  procedures.  Section  215  of  the  Bill  establishes  the  deductibles.45 

The  deductible  provisions  of  the  Payment  Mechanism  modify 
somewhat  "adequate"  provision  of  catastrophic  illness  protection  to 
"all"  Americans:  only  individuals  and  families  with  before  tax  incomes 
of  up  to  $2,000  per  year  are  protected;  and  only  individuals  and 
families  with  incomes  of  $1,000  per  year  or  less  get  complete  coverage. 
A  family  with  a  $10,000  adjusted  gross  income  before  taxes  and 
before  medical  deductions,  and  carrying  coverage  available  under  the. 
subsidized  plans,  incurring  uninsured  costs  of  $6,000  would  have  a 
reduced  taxable  income  of  $4,000.  This  family  would  receive  no 
benefits  whatsoever.  A  family  with  the  same  costs  and  insurance  but 
with  an  income  before  taxes  and  before  medical  deductions  of  $5,000 
would  now  have  a  deductible  of  $3,500  and  a  benefit  of  $2,500.  Note 


45  The  first  four  paragraphs  (pages  21-22)  of  Section  215  of  the  Fannin  Bill  are: 

Sec.  215.  (a)  The  total  amount  payable  to  or  with  respect  to  any  eligible  individual  on  account  of  costs  of 
medical  care  paid  or  incurred  in  any  year  under  an  extended  health  insurance  policy  issued  by  an  insurer 
or  pool  under  a  State  plan  approved  under  section  212  may  be  reduced  by  a  deductible  equal  to  so  much  of 
such  costs,  actually  paid  or  incurred  by  such  individual,  as  does  not  exceed  the  amount  determined  under 
subsection  (b). 

(b)  The  deductible  for  any  individual  or  family  for  purpose  of  subsection  (a),  with  respect  to  costs  of 
medical  care  paid  or  incurred  in  any  year,  shall  be— 

(1)  50  per  centum  of  the  amount  by  which  the  adjusted  income  of  such  individual  or  family  for  such 
year  exceeds  $1,000  but  does  not  exceed  $2,000,  plus 

(2)  100  per  centum  of  the  amount  by  which  the  adjusted  income  of  such  individual  or  family  for  such 
year  exceeds  $2,000. 

No  deductible  may  be  imposed  in  the  case  of  an  individual  or  family  whose  adjusted  income  does  not  exceed 
$1,000. 

(c)  Notwithstanding  any  other  provision  of  law,  the  deductible  applicable  with  respect  to  any  individual 
or  family  for  any  year  under  this  section  shall  be  reduced  by  the  amount  of  any  payments  made  toward  the 
costs  of  medical  care  of  such  individual  or  the  members  of  such  family  under  title  XVIII  or  XIX  of  the 
Social  Security  Act  or  under  any  other  public  or  private  health  insurance  policy  covering  such  medical  care. 

(d)  As  used  in  this  section  with  respect  to  any  individual  or  family  for  any  year,  the  term  "adjusted 
income"  means  the  gross  income  of  such  individual  or  family  for  purposes  of  chapter  1  of  the  Internal  Rev- 
enue Code  of  1954.  reduced  by  the  aggregate  amount  of  the  personal  exemptions  allowed  such  individual  or 
the  members  of  such  family  for  such  year  under  section  151  of  such  Code. 
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that  a  family  in  this  situation  with  four  dependents  would  have  had 
an  income  not  subject  to  tax  of  $2,400.  Assuming  no  other  exemptions 
or  deductions,  the  family  would  have  had  a  gross  before  tax  income  of 
$7,400.  If  it  had  paid  its  medical  expenses  incurred,  it  would  have  had 
$1,400  left  over.  With  the  benefit,  paid  after  the  tax  year,  it  would  have 
an  income  of  $3,900. 

Not  only  is  this  far  less  than  "adequate"  protection,  this  Bill  ac- 
cepts illness  as  the  great  social  equalizer:  100  percent  of  all  incomes, 
after  exemptions  and  before  deductions,  in  excess  of  $2,000  is  to  be 
used  as  the  deductible.  A  family  with  $20,000  in  gross  income  after 
exemptions  and  before  deductions  would  have  to  incur  uninsured 
medical  expenses  of  &t  least  $18,501  before  it  became  eligible — then  it 
would  get  a  "benefit"  of  $1  as  "adequate"  coverage.  If  national  health 
insurance  is  a  form  of  socialism,  this  Bill  surely  supports  leveling  with 
a  vengeance:  let  illness  make  paupers  of  us  all.  We  have,  of  course, 
not  taken  into  account  the  fact  that  this  "insurance"  would  be  sold 
at  a  premium,  further  reducing  its  net  "benefits." 

The  catastrophic  illness  provisions  of  the  Fannin  Bill,  them,  offer 
protection  to  those  who  are  already,  by  and  large,  covered  under  Title 
XIX.  Those  who  are  not  covered  under  Title  XIX,  and  depend  for 
protection  on  the  provisions  of  this  Bill,  will  soon  be. 

Conclusion 

We  have  argued  that  the  "economic  effects"  of  a  national  health 
insurance  plan  may  be  complex,  pervasive,  unintended,  and  in  any 
case  much  more  than  its  costs.  Depending  on  its  objectives,  design, 
and  mechanisms,  a  plan  may  alter  the  existing  allocation  and  distribu- 
tion of  health  care  resources  or  it  may  rigidify  them.  It  can  bring  about 
greater  accessibility  of  better  quality  of  care  for  all  at  a  lower  cost  or  it 
can  solidify  the  existing  system.  Whatever  estimates  of  costs  are  made, 
we  must  always  ask:  What  are  the  benefits?  The  question  of  "What 
are  you  willing  to  pay?"  is  empty.  We  must  ask:  "What  are  you 
willing  to  pay  for  what,  and  what  is  it  you  want?" 

"Would  you  tell  me  please,  which  way  I  ought  to  go  from  here?" 

"That  depends  a  good  deal  on  where  you  want  to  get  to,"  said  the 
Cat. 

"I  don't  much  care  where — "  said  Alice. 

"Then  it  doesn't  matter  which  way  you  go,"  said  the  Cat. 

Lewis  Carroll 
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14.  HEALTH  CARE  AND  THE  UNITED  STATES  ECONOMIC 
SYSTEM — AN  ESSAY  IN  ABNORMAL  PHYSIOLOGY 

Health  care  affects  and  is  affected  by  the  economic  system  so  in 
many  ways  as  to  preclude  any  attempt  at  complete  enumeration  or 
description.  The  objective  of  this  paper  is  more  modest.  I  shall  assume 
that  the  reader  is  reasonably  familiar  with  health  care,  its  institutions, 
technology  and  personnel,  but  is  less  familiar  with  an  "economic 
system"  that  is  used  by  economists  to  describe  and  analyze  economic 
behavior.  Therefore,  major  emphasis  will  be  given  to  indicating  the 
place  of  health  care  in  this  system  and  showing  how  related  economic 
concepts  can  contribute  to  an  understanding  of  problems  of  health 
care  in  the  United  States.  I  shall  also  attempt  to  indicate  some  of  the 
limitations  of  economics  in  dealing  with  such  a  complex  area  of  human 
activity  and  concern. 

INTRODUCTION 

Definitions 

Health  care  can  be  defined  as  those  activities  that  are  undertaken 
with  the  objective  of  restoring,  preserving  or  enhancing  the  physical 
and  mental  well-being  of  people.  These  activities  may  be  aimed  at  the 
relief  of  pain,  the  removal  of  disabilities,  the  restoration  of  functions, 
the  prevention  of  illness  and  accidents  or  the  postponement  of  death. 
Some  health  care  is  produced  within  the  "household;"  e.g.,  the  triage, 
first-aid  and  nursing  services  rendered  to  children  by  parents.  Some  is 
bought  and  sold  in  the  "market";  e.g.,  physicians'  services,  hospital 
services.  Most  health  care  is  applied  to  identifiable  individuals  but 
some  may  be  aimed  at  a  population ;  e.g.,  fluoridation  of  a  water  supply. 

The  economic  system  consists  of  the  network  of  institutions,  laws  and 
rules  created  by  society  to  answer  the  universal  economic  questions: 
(a)  What  goods  and  services  shall  be  produced?  (b)  How  shall  they  be 
produced?  and  (c)  For  whom  shall  they  be  produced?  (1)  Every 
society  needs  an  economic  system  because  resources  (natural,  human 
and  manmade)  are  scarce  relative  to  human  wants.  The  resources  have 
alternative  uses  and  there  is  a  multiplicity  of  competing  wants.  Thus, 
decisions  must  be  made  regarding  the  use  of  these  resources  in  produc- 
tion and  the  distribution  of  the  resulting  output  among  the  members 
of  society. 

Two  Fallacies 

Before  turning  to  several  important  issues  concerning  health  care 
in  relation  to  the  economic  system  it  will  be  useful  to  dispose  of  two 
fallacies  that  have  frequently  obstructed  clear  thinking  in  this  area. 

1.  Resources  are  no  longer  scarce.  Some  people  seem  to  be  so 
inspired,  terrified  or  confused  by  automation  and  other  technologic 
advances  as  to  proclaim  the  end  of  scarcity.  A  decade  ago  it  was  not 

*  Fuchs,  Victor  R.  In  Milbank  Memorial  Fund  quarterly,  v.  50,  April  1972:  211-237.  Reprinted  by 
permission. 
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unusual  to  find  writers  prophesying  that  in  ten  years  no  one  would 
have  to  work  because  machines  would  turn  out  all  the  goods  and 
services  needed.  The  falsity  of  such  predictions  becomes  more  apparent 
each  year.  That  inefficiency  and  waste  exist  in  the  economy  cannot  be 
denied.  That  some  resources  are  underutilized  is  clear  every  time  the 
unemployment  figures  are  announced.  That  the  resources  devoted  to 
war  could  be  used  to  satisfy  other  wants  is  self-evident.  But  the  funda- 
mental fact  remains  that  even  if  all  these  imperfections  were  eliminated 
total  output  would  still  fall  far  short  of  the  amount  people  would  like 
to  have.  Resources  would  still  be  scarce  in  the  sense  that  choices 
would  have  to  be  made.  An  economic  system  would  still  be  needed. 
Not  only  is  this  true  now,  but  it  will  continue  to  be  true  in  the  fore- 
seeable future.  Some  advances  in  technology  make  it  possible  to  carry 
out  current  activities  with  fewer  resources  (e.g.,  automated  labora- 
tories), but  others  open  up  new  demands  (e.g.,  for  renal  dialysis  or 
organ  transplants)  that  put  further  strains  on  resources.  Moreover, 
time,  the  ultimate  scarce  resource,  becomes  more  valuable  the  more 
productive  we  become.  (2),  (3) 

2.  Health  is  the  most  important  goal.  Some  of  those  in  the  health 
field  recognize  that  we  cannot  satisfy  all  wants,  but  they  seem  to 
believe  that  health  is  more  important  than  all  other  goals  and  there- 
fore questions  of  scarcity  and  allocation  are  not  applicable  in  this 
area.  It  requires  only  a  casual  study  of  human  behavior  to  reveal  the 
fallacy  of  this  position.  Every  day  in  manifold  ways  people  make 
choices  that  affect  health  and  it  is  clear  that  they  frequently  place  a 
higher  value  on  satisfying  other  wants;  e.g.,  smoking,  overeating, 
careless  driving,  failure  to  take  medicine. 

Criteria  for  an  Economic  System  in  Relation  to  Health  Care 

What  is  it  that  we  want  the  economic  system  to  do  with  respect 
to  health  care?  Given  the  scarcity  of  resources  and  the  existence  of 
competing  goals  we  want  a  s}^stem  that  will  result  in : 

1.  An  optimum  amount  of  resources  devoted  to  health  care; 

2.  These  resources  being  combined  in  an  optimal  way; 

3.  An  optimal  distribution  of  health  care; 

4.  An  optimal  allocation  of  resources  between  current  provision 
of  health  care  and  investment  for  future  health  care  through 
research,  education  and  so  forth. 

The  general  rule  for  reaching  such  optima  is  "equality  at  the 
margin."  For  instance,  the  first  criterion  would  be  met  if  the  last 
dollar's  worth  of  resources  devoted  to  health  care  increased  human 
satisfaction  by  exactly  the  same  amount  as  the  last  dollar's  worth 
devoted  to  other  goals. 

The  contrast  between  this  view  of  a  social  optimum  and  the 
notion  of  "optimal  care"  as  used  in  the  health  field  can  be  appreciated 
with  the  aid  of  Figure  1.  The  relation  between  health  and  health  care 
inputs  can  usually  be  described  b}T  a  curve  that  may  rise  at  an  in- 
creasing rate  at  first,  but  then  rises  at  a  decreasing  rate  and  eventually 
levels  off  or  declines.  (4)  "Opitimal  care"  in  medicine  would  usually 
be  defined  as  the  point  where  no  further  increment  in  health  is  possible ; 
i.e.,  point  A.  (5)  The  social  optimum,  however,  requires  that  inputs 
of  resources  not  exceed  the  point  where  the  value  of  an  additional 
increment  to  health  is  exactly  equal  to  the  cost  of  the  inputs  required 
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FIGURE  I.  DETERMINATION  OF  OPTIMUM  LEVEL  OF  HEALTH  CARE 
UTILIZATION 


I  i  

Optimum  Inputs  of  health  care 

level 

to  obtain  that  increment  (point  B).  It  should  be  noted  that  point  C, 
where  the  ratio  of  benefits  to  costs  is  at  a  maximum,  is  not  the  optimal 
point  because  additional  inputs  still  add  more  to  benefits  than  to 
costs.  One  of  the  problems  with  current  health  care  policy  is  that  it 
frequently  fluctuates  between  tr}dng  to  drive  utilization  to  A,  and 
then,  in  frenzied  attempts  to  contain  costs,  cuts  back  some  programs 
to  point  C  or  below. 

Types  of  Economic  Systems 

Economists  have  identified  three  "pure  types"  of  economic 
systems — traditional,  centrally  directed  and  market  price.  Every 
actual  economy  is  a  blend  of  types,  but  their  relative  importance  can 
and  does  vary  greatly.  Most  primitive  and  feudal  societies  rely 
heavily  upon  a  traditional  system;  the  process  of  decision-making  is 
embedded  in  the  total  culture — its  customs,  traditions  and  religious 
rituals.  In  some  ancient  empires  (Egypt,  Babylonia)  central  direction 
played  a  major  role.  The  basic  decisions  were  made  by  one  man  or  a 
small  group  of  men  who  controlled  the  power  apparatus  of  the 
society  and  were  in  a  position  to  enforce  then  decisions  concern- 
ing the  allocation  of  resources  and  the  distribution  of  output.  This 
system  has  also  been  dominant  in  the  Soviet  Union  since  1928  and  in 
many  other  countries  since  World  War  II.  The  United  States,  Canada 
and  most  countries  of  Western  Europe  have  relied  heavily  on  a  market 
system  for  the  past  century  or  two.  Thus  a  discussion  of  health  care 
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and  the  United  States  economy  requires  a  close  look  at  the  working  of 
a  market  system.  An  additional  reason  for  concentrating  on  this  third 
type  is  for  its  normative  value.  Under  certain  specified  conditions  the 
results  produced  by  the  theoretical  market  system  set  a  standard 
against  which  the  performance  of  any  real  economy  can  be  evalu- 
ated. (6) 

The  Elementary  Model 

The  elementary  model  of  a  market  system  consists  of  a  collection  of 
decision-making  units  called  households  and  another  collection  called 
firms.  The  households  own  all  the  productive  resources  in  the  society. 
They  make  these  resources  available  to  firms  who  transform  them  into 
goods  and  services,  which  are  then  distributed  back  to  the  households. 
The  flow  of  resources  and  of  goods  and  services  is  facilitated  by  a 
counterflow  of  money  (see  Figure  2).  (7)  This  is  called  a  market 
system  because  the  exchanges  of  resources  and  of  goods  and  services 
for  money  take  place  in  markets  where  prices  and  quantities  are  deter- 
mined. These  prices  are  the  signals  or  controls  that  trigger  changes  in 
behavior  as  required  by  changes  in  technology  or  preferences.  The 
market  system  is  sometimes  referred  to  as  the  "price"  system. 

In  the  markets  for  resources  the  households  are  the  suppliers  and 
the  firms  provide  the  demand.  In  the  markets  for  goods  and  services 
the  firms  are  the  suppliers  and  the  households  are  the  source  of  de- 
mand. In  each  market  the  interaction  between  demand  and  supply 
determines  the  quantities  and  prices  of  the  various  resources  and 
goods  and  services  (see  Figure  3). 

The  income  of  each  household  depends  upon  the  quantity  and 
quality  of  resources  available  to  it  (including  time)  and  their  prices; 
the  amount  of  income  determines  its  share  of  the  total  flow  of  goods 
and  services.  The  household  is  assumed  to  spend  its  income  (and 
time)  in  such  a  way  as  to  maximize  utility  (i.e.,  satisfaction).  It  does 
this  by  following  the  principle  of  "equality  at  the  margin;"  i.e.,  it 
adjusts  its  purchases  so  that  marginal  utility  (the  satisfaction  added 
by  the  last  unit  purchased)  of  each  commodity  is  proportional  to  its 
price. 

It  is  assumed  that  firms  attempt  to  maximize  profits  (the  difference 
between  what  they  must  pay  the  households  for  the  use  of  resources 
and  what  they  get  from  them  for  the  goods  and  services  they  produce). 
To  maximize  profits  they  too  must  follow  the  equality  at  the  margin 
rule,  adjusting  their  use  of  different  types  of  resources  so  that  the 
marginal  products  (the  addition  to  output  obtained  from  one  addi- 
tional unit  of  input)  are  proportional  to  price. 

If  the  markets  are  perfectly  competitive  and  if  certain  other  con- 
ditions are  met,  it  can  be  shown  that  a  market  system  produces  an 
optimum  allocation  of  resources,  given  the  distribution  of  resources 
among  households  and  given  their  "tastes"  or  preferences.  The  United 
States  economy  departs  in  many  respects  from  the  abstract  perfectly 
competitive  market  system;  this  is  particularly  noticeable  in  the  health 
care  sector.  The  main  body  of  this  paper  is  devoted  to  a  discussion  of 
these  departures  and  the  problems  they  pose  for  health  care  policy. 
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FIGURE  2.  ELEMENTARY  MODEL  OF  A  MARKET  SYSTEM 
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FIGURE  3.  A  TYPICAL  MARKET 
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IMPERFECTLY  COMPETITIVE  MARKETS 

The  essence  of  a  competitive  market  is  (1)  that  there  are  many 
well-informed  buyers  and  sellers  no  one  of  whom  is  large  enough  to 
influence  price;  (2)  that  the  buyers  and  sellers  act  independently 
(i.e.,  no  collusion);  and  (3)  that  there  is  free  entry  for  other  buyers 
and  sellers  not  currently  in  the  market.  Most  health  care  markets 
depart  substantially  from  competitive  conditions,  sometimes  in- 
evitably, and  sometimes  as  the  result  of  deliberate  public  or  private 
policy.  A  discussion  of  some  of  the  principal  problems  follows. 

Fewness  of  Sellers 

In  most  towns  and  even  moderate  size  cities  the  market  is  too  small 
to  support  enough  hospitals  or  enough  practitioners  in  each  speciality 
to  fulfill  the  requirements  of  a  workably  competitive  market.  For 
instance,  most  students  of  hospital  costs  believe  there  are  significant 
economies  of  scale  in  general  hospitals  up  to  a  size  of  200  or  300  beds, 
and  some  believe  that  economies  are  to  be  realized  in  even  larger 
hospitals.  Assuming  a  ratio  of  four  beds  per  1,000  population,  a  city 
of  60,000  could  support  just  one  240  bed  hospital.  Thus,  it  would  be 
extremely  uneconomical  to  require  numerous  competitive  hospitals 
except  in  large,  densely  populated  markets.  These  constraints  are  even 
more  significant  when  specialty  care  is  considered.  It  is  doubtful  that 
even  a  population  of  one  million  would  justify  enough  independent 
maternity,  open  heart  surgery  and  transplant  services  and  the  like  to 
approximate  competitive  conditions.  (8) 

In  such  a  condition  of  "natural  monopoly"  the  traditional  United 
States  response  has  been  to  introduce  public  utility  regulation  (e.g., 
electricity,  telephone,  transportation).  The  results,  however,  have  not 
always  been  satisfactory,  partly  because  the  regulators  often  tend  to 
serve  the  regulated  rather  than  the  public  and  partly  because  it  is 
inherently  difficult  to  set  standards  of  performance  without  competitive 
yardsticks.  Many  other  countries  rely  on  government  ownership  and 
control,  but  the  United  States  experience  with  government  hospitals 
has  not,  on  balance,  been  favorable.  Another  possible  solution  is  the 
development  of  what  J.  K.  Galbraith  has  termed  "countervailing 
power"  and  what  the  economics  textbooks  describe  as  bilateral  monop- 
oly. If,  for  instance,  in  a  one-hospital  town  all  the  consumers  were 
organized  into  a  single  body  for  purposes  of  bargaining  with  the 
hospital,  at  least  some  of  the  disadvantages  of  monoply  would  be 
lessened. 

The  typical  "solution"  in  the  hospital  field  has  been  to  emphasize 
the  "nonprofit"  character  of  the  hospitals  and  to  assume  that  therefore 
the  hospital  will  not  abuse  its  monopoly  power.  Two  criticisms  of 
this  "solution"  are  (a)  the  absence  of  a  profit  incentive  may  lead  to 
waste,  inefficiency  and  unnecessary  duplication,  and  (b)  the  hospitals 
may  be  run  for  the  benefit  of  the  physicians.  (9) 

Cooperation  (Collusion)  Among  Sellers 

Even  when  numerous  sellers  of  the  same  health  service  are  in  the 
same  market  there  may  be  significant  advantages  to  society  if  they 
do  not  maintain  a  completely  arms-length  competitive  posture  vis-a-vis 
one  another.  The  free  exchange  of  information,  cooperative  efforts 
to  meet  crisis  situations  and  reciprocal  backup  arrangements  may 
help  to  reduce  costs  and  increase  patient  satisfaction.  Unfortunately, 
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the  intimacy  and  trust  developed  through  such  activities  may  spill 
over  in  less  desirable  directions  such  as  price  fixing,  exclusion  of 
would-be  rivals  and  other  restrictions  on  competition.  For  200  years 
economists  have  been  impressed  with  the  wisdom  of  Adam  Smith's 
observation  that  "people  of  the  same  trade  seldom  meel  together, 
even  for  merriment  and  diversion,  but  the  conversation  ends  in  a 
conspiracy  against  the  public,  or  in  some  contrivance  to  raise  pi i< ■'< is." 
j  Pathologists  have  been  found  guilty  of  pricefixing,  and  price  dis- 
crimination by  physicians  is  not  uncommon.  The  latter  practice, 
which  physicians  view  benevolently  as  a  way  of  reducing  inequality 
of  access  to  medical  care,  is  viewed  by  some  economists  as  evidence  of 
the  use  of  monopoly  power  to  maximize  profits. (10) 

Restrictions  on  Entry 

Probably  the  most  obvious  and  most  deliberate  interference  with 
competition  in  the  market  for  physicians'  services  is  the  barrier  to 
entry  imposed  by  compulsory  licensure.  The  case  for  licensure  pre- 
sumably rests  on  the  proposition  that  the  consumer  is  a  poor  judge 
of  the  quality  of  medical  care  and  therefore  needs  guidance  concerning 
the  qualifications  of  those  proposing  to  sell  such  care.  Assuming  this 
to  be  true  the  need  for  guidance  could  be  met  by  voluntary  certifica- 
tion, rather  than  compulsory  licensure.  Indeed,  the  need  could  prob- 
ably be  better  met  through  certification  because  there  could  be  several 
grades  or  categories  and  periodic  recertification  would  be  more  prac- 
ticable (and  less  threatening)  than  periodic  relicensure.  Under  a  cer- 
tification system  patients  would  be  free  to  choose  the  level  of  expertise 
that  they  wanted,  including  uncertified  practitioners. 


FIGURE  4.  EXCESS  DEMAND 
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The  principal  objections  that  could  be  raised  against  such  a  system 
are  that  some  patients  might  receive  bad  treatment  at  the  hands  of 
uncertified  practitioners,  and  that  it  might  result  in  an  expansion  of 
unnecessary  care.  The  obvious  advantages  of  such  a  system  are  greater 
availability  of  care  and  lower  prices.  For  certain  health  care  needs, 
practitioners  with  lesser  qualifications  than  present  physicians  have 
would  clearly  be  adequate.  The  existing  system  results  in  some  per- 
sons receiving  no  care,  or  being  treated  by  persons  without  any  medi- 
cal training  (e.g.,  family  members,  neighbors,  friends). 

Another  example  of  entry  restrictions  is  the  system  of  limiting  hos- 
pital privileges  to  certain  physicians.  This  has  been  justified  in  terms 
of  the  desire  to  insure  quality  of  care  (in  the  institution)  and  as  a  way 
of  obtaining  free  services  from  the  physicians.  However,  it  can  also  be 
viewed  in  an  economic  context  as  a  way  of  limiting  competition. 

In  general,  the  codes  of  professional  ethics  that  physicians  have 
evolved  undoubetedly  serve  many  useful  social  purposes.  But  it  is 
well  to  recall  Kenneth  Arrow's  observation  that  "codes  of  professional 
ethics,  which  arise  out  of  the  principal-agent  relation  and  afford  pro- 
tection to  the  principals,  can  serve  also  as  a  cloak  for  monopoly  by  the 
agents."  (11) 

FIGURE  5.  EXCESS  SUPPLY 
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Disequilibrium 

One  disturbing  characteristic  of  some  health  care  markets  is  the 
failure  of  price  to  reach  an  equilibrium  level  (the  level  where  the 
quantity  demanded  and  the  quantity  supplied  are  equal).  For  in- 
stance, the  market  for  house  calls  seems  to  be  characterized  by  excess 
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demand  (see  Figure  4).  The  "going  price,"  about  $20  per  visit,  is  not 
high  enough  to  bring  supply  and  demand  into  balance.  The  quantity 
(number  of  house  calls)  that  patients  are  willing  and  able  to  pay  for 
at  that  price  is  much  greater  than  the  quantity  physicians  are  Willing 
to  supply.  Some  observers,  notably  Martin  Feldstein,  (12)  believe;  that 
the  market  for  physicians'  services  in  general  is  characterized  by  ex- 
cess demand. 

The  market  for  general  surgery,  however,  can  best  be  described  as 
an  example  of  excess  supply  (see  Figure  5).  (13)  At  the  going  price  for 
most  general  surgical  procedures,  $300  for  a  herniorrhaphy,  the  quan- 
tity that  surgeons  are  willing  and  able  to  do  is  much  greater  than  the 
quantity  demanded.  A  condition  of  excess  supply  is  also  probably  pres- 
ent for  many  types  of  specialty  surgery  (ophthalmology,  gynecology) . 

The  persistence  of  a  disequilibrium  price  is  a  clear  indication  that 
the  market  departs  substantially  from  the  competitive  norm.  In  the 
case  of  excess  demand,  physicians  are  apparently  reluctant  to  let  the 
price  of  house  calls  rise  to  their  equilibrium  level;  they  introduce  a 
form  of  rationing  instead.  This  may  yield  certain  psychic  satisfactions 
in  lieu  of  the  higher  income  that  is  clearly  possible.  In  the  excess  sup- 
ply example,  the  price  fails  to  fall  either  because  the  individual  surgeon 
does  not  think  it  would  be  to  his  advantage  to  cut  price  or  because 
surgeons  have  collectively  reached  this  decision.  A  contributing  factor 
is  the  option  that  most  surgeons  have  of  using  their  nonsurgical  time 
for  general  practice  or  other  income-producing  activities. 

The  alleged  shortage  of  nurses  indicates  another  potentially  trouble- 
some health  care  market.  If  what  is  meant  by  "shortage"  is  that  it 
would  be  nice  to  have  more  nurses,  no  analytical  problem  arises  and 
the  point  is  trivial.  In  that  sense  there  is  a  shortage  of  every  type  of 
good  or  service.  If,  however,  the  allegation  refers  to  a  shortage  in  the 
sense  shown  in  Figure  4  (i.e.,  an  excess  demand  for  nurses),  the  failure 
of  nurses'  salaries  to  rise  to  their  equilibrium  level  must  be  explained. 
Some  investigators  (14),  (15)  claim  that  it  is  monopsonistic  behavior 
on  the  part  of  hospitals  that  keeps  nurses'  salaries  from  rising  to  the 
point  where  supply  and  demand  would  be  equal. 

Costs  of  Information 

The  elementary  competitive  model  assumes  that  all  information 
relevant  to  decision-making  is  known  by  the  households  and  firms- 
prices,  production  possibilities,  utility  to  be  derived  from  different 
commodities.  In  the  real  world,  of  course,  such  information  may  be 
difficult  or  even  impossible  to  obtain.  High  information  costs  are 
characteristic  of  many  health  care  markets;  frequently  the  only  way 
a  person  can  know  whether  he  needs  to  see  a  physician  is  to  see  a 
physician.  The  incorporation  of  information  costs  into  economic  anal- 
ysis is  relatively  recent,  (16)  and  the  theory  is  far  fro  n  complete. 
Many  health  care  markets  function  poorly  because  of  imperfect  infor- 
mation but  there  is  considerable  disagreement  as  to  how  to  make  them 
function  better.  One  point  might  have  general  validity.  Where  the 
costs  of  information  are  increased  as  a  result  of  public  or  private 
policy,  reversal  of  that  policy  would  probably  be  desirable.  For  in- 
stance, restrictions  on  the  right  of  physicians  to  advertise  and  on  the 
right  of  pharmacies  to  advertise  prices  of  prescription  drugs  ought  to 
be  reexamined  in  the  light  of  the  consumer's  need  to  know  more  about 
physicians  and  drugs  to  make  intelligent  choices.  A  study  of  varia- 
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tions  in  restrictions  on  advertising  by  optometrists  and  opticians 
found  that  prices  were  substantially  lower  in  states  that  permitted 
advertising.  (17) 

EXTERNALITIES 

An  externality  exists  when  the  actions  taken  by  an  individual 
household  or  firm  will  impose  costs  or  confer  benefits  on  other  house- 
holds or  firms,  and  where  no  feasible  way  exists  of  arranging  direct 
compensation  for  these  costs  or  benefits.  The  presence  of  externalities 
indicates  that  the  individual  household  or  firm,  in  attempting  to 
maximize  its  own  utility  or  profit,  will  not  make  socially  optimal 
decisions.  (18)  A  classic  example  of  an  externality  is  the  costs  of  air 
pollution  imposed  on  others  by  the  smoke  emanating  from  a  factory. 
Another  classic  example  is  the  benefit  to  society  that  results  when  an 
individual  decides  to  be  vaccinated  or  treated  for  a  communicable 
disease. 

One  way  to  deal  with  externalities  is  for  the  state  to  prohibit  or 
require  certain  actions.  Another  is  to  attempt  to  modify  the  prices 
facing  individual  firms  or  households  (through  taxes  or  subsidies)  so 
that  the  price  properly  reflects  the  social  costs  or  benefits.  In  prin- 
ciple, use  of  the  price  mechanism  will  permit  a  much  closer  approxi- 
mation to  a  social  optimum,  but  practical  difficulties  may  preclude 
the  price  approach  in  some  situations. 

Externalities  are  very  important  to  health  care  in  the  broadest 
sense  of  the  term.  Consider,  for  instance,  the  effects  of  automobiles  on 
health.  The  decisions  of  individual  households  involving  the  purchase 
and  use  of  an  automobile,  the  speed  and  manner  of  driving,  the  amount 
of  maintenance  and  repair  and  even  the  choice  of  gasoline  have  po- 
tentially important  implications  for  the  health  of  others,  but  these 
implications  are  not  reflected  in  the  prices  facing  the  household. 
Similar  problems  arise  in  connection  with  many  other  consumption  or 
production  activities  that  create  environmental  health  hazards. 

In  seeking  to  reduce  such  hazards  a  few  central  points  should  be 
kept  in  mind.  First,  costs  (resources  used  or  wants  unsatisfied)  are 
usually  associated  with  the  reduction  of  hazards,  and  these  costs 
frequently  increase  at  an  accelerating  rate,  the  greater  the  reduction 
desired.  It  follows,  therefore,  that  the  social  goal  should  rarely  be  the 
complete  elimination  of  the  hazard,  but  rather  its  reduction  to  the 
point  where  the  value  of  a  further  reduction  is  less  than  the  cost  of 
achieving  it.  A  major  problem  for  health  care  policy  is  to  identify 
these  externalities,  estimate  their  effects  and  impose  appropriate 
taxes  or  subsidies  so  that  individual  households  and  firms,  in  seeking 
to  maximize  their  own  utility  or  profits,  will  make  socially  appropriate 
decisions. 

Medical  research  is  a  good  example  of  an  activity  with  large  external 
benefits,  and,  therefore,  in  the  absence  of  specific  public  policy,  too 
little  will  be  undertaken.  One  solution  is  to  permit  the  discoverer  of 
new  knowledge  to  appropriate  the  benefits  (e.g.,  through  patent- 
protection),  but  with  regard  to  much  health  research  this  solution 
will  frequently  not  be  feasible  or  acceptable.  The  alternative  is  for  the 
government  to  subsidize  research.  It  has  done  this  to  a  considerable 
degree;  the  question  is  how  much  health  research  is  socially  desirable? 
The  answer,  in  principle,  is  the  same  as  for  any  other  decision  regarding 
the  use  of  scarce  resources — the  optimum  level  of  research  is  reached 
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when  the  incremental  value  of  the  prospective  benefits  is  equal  to  the 
incremental  cost.  The  more  basic  the  research  the  more  likely  it  i  bo 
give  rise  to  external  benefits,  but  the  more  difficult  it  is  to  estimate 
their  value  or  incidence. 

In  contrast  to  environmental  programs  and  medical  research, 
medical  care  today  frequently  does  not  involve  significant  external 
benefits.  For  instance,  the  benefits  of  most  surgery  accrue  primarily  to 
the  patient  and  his  family.  This  is  equally  true  for  treatment  of  most 
major  diseases  such  as  heart  disease  and  cancer.  (19)  The  besl  know  n 
examples  of  externalities  arising  from  medical  care  involve  the  pre- 
vention of  and  treatment  for  communicable  diseases.  Another 
potentially  important  source  of  externalities  is  the  treatment  of  men  t  a  I 
illness,  but  lack  of  knowledge  concerning  causes  or  cures  make-  it 
difficult  to  reach  firm  policy  conclusions  in  this  area. 

One  important  application  of  the  externality  idea  is  with  respect  to 
the  problem  of  inequality  of  access  to  care.  A  frequent  critisism  of  the 
market  system  is  that  it  results  in  an  unequal  and  "unfair"  distribution 
of  income.  (20)  Households  that  are  poorlv  endowed  with  resoun ■< *s 
will  earn  relatively  little  and  will  command  only  a  small  share  of  the 
nation's  output. 

Many  people  would  like  to  see  a  reduction  of  inequality,  either  in 
general  or  with  respect  to  a  particular  commodity  (medical  care) .  To 
the  extent  that  they  are  prepared  to  back  their  demand  for  less  in- 
equality through  voluntary  redistribution  (philanthropy) ,  no  modifica- 
tion of  the  elementary  model  is  required.  We  simply  note  that  some 
households  derive  utility  from  giving  money  to  others  or  from  knowing 
that  other  households  are  receiving  medical  care.  They  are,  therefore, 
willing  to  devote  a  part  of  their  income  (or  part  of  their  time)  for  that 
purpose.  The  purchase  of  a  good  or  service  for  someone  else  is  no 
different  analytically  from  the  purchase  of  a  good  or  service  for  one's 
own  household. 

The  externality  problem  arises  because  a  philanthropic  act  by  one 
household  confers  benefits  on  all  other  households  that  derive  utility 
from  observing  a  decrease  in  inequality.  If  each  potential  philan- 
thropist considers  only  the  psychic  benefits  he  derives  from  reducing 
inequality,  the  total  volume  of  philanthropy  will  be  less  than  warranted 
by  the  collective  desires  of  tie  group.  (21) 

One  solution  is  compulsory  redistribution.  Society,  working  through 
government,  may  decide  that  the  distribution  of  income  resulting 
from  the  market  system  is  inequitable  or  otherwise  unsatisfactory 
and  may  seek  to  change  it  through  taxation.  This  requires  only  a 
slight  modification  of  the  elementary  model.  The  simplest  way  to  do 
this  is  to  take  money  away  from  some  households  and  give  it  to 
others.  Each  household  is  then  free  to  allocate  its  income  as  it  pleases. 

For  any  given  amount  of  redistribution  the  utility  of  households 
is  presumably  maximized  by  a  general  tax  on  the  income  of  some 
households  and  grants  of  income  to  others  rather  than  by  taxing; 
particular  forms  of  spending  or  by  subsidizing  particular  types  of 
consumption.  Mathematical  proofs  of  this  proposition  are  available 
and  its  plausibility  is  obvious.  If  a  household  is  offered  a  choice  of 
either  $100  or  $100  worth  of  health  care,  it  will  prefer  the  former 
because  it  can  use  the  additional  income  to  buy  more  health  care  (if 
that  is  what  it  wants),  but  usually  utility  will  be  maximized  by 
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increasing  consumption  of  many  other  commodities  as  well.  Similarly, 
if  a  household  is  offered  a  choice  between  giving  up  $100  and  giving 
up  $100  worth  of  health  care,  its  utility  will  be  diminished  less  by  the 
general  tax  on  income. 

Despite  the  obvious  logic  of  the  foregoing  many  nonpoor  seem  more 
inclined  toward  a  reduction  in  inequality  in  the  consumption  of 
particular  commodities  (medical  care  is  a  conspicuous  example) 
than  toward  a  general  redistribution  of  income.  (22)  Two  reasons 
may  explain  this  behavior.  First,  the  nonpoor  may  believe  that 
significant  externalities  are  associated  with  medical  care  (in  addition 
to  the  psychic  benefits  of  observing  a  reduction  in  inequality)  that 
are  not  associated  with  other  commodities.  The  earlier  discussion 
indicated  some  grounds  for  skepticism  concerning  this  belief.  (23)  A 
second  reason  may  be  that  the  nonpoor  think  they  know  better  what 
will  maximize  the  utility  of  the  poor  than  do  the  poor  themselves. 

A  special  aspect  of  the  problem  arises  when  the  emphasis  is  put  on 
reducing  inequality  of  access  to  medical  care  per  se  rather  than  raising 
the  consumption  of  medical  care  by  the  poor.  This  goal  may  require 
rationing  the  amount  available  to  the  nonpoor  as  well  as  subsidizing 
the  poor.  One  economist  has  argued  that  the  British  approach  to 
health  care  through  a  national  health  service  can  best  be  understood 
in  these  terms  (24). 

Compulsory  Insurance 

At  the  extreme,  the  demand  for  reductions  in  inequality  takes  the 
form  of  an  assertion  that  "health  care  is  a  right;"  that  if  someone 
needs  health  care  society  has  an  obligation  to  provide  it.  To  the  extent 
that  society  honors  that  obligation,  the  incentive  for  households  to 
provide  for  their  own  health  care  (as  through  voluntary  insurance)  is 
diminished.  Those  without  insurance  and  especially  those  individuals 
who  prior  to  their  illness  could  have  afforded  the  normal  premium, 
become,  in  effect,  "freeloaders"  on  the  rest  of  society. 

If  this  behavior  is  widespread,  the  only  solutions  are  to  make 
insurance  compulsory  or  to  modify  the  ethical  imperative.  Thus  far  the 
United  States  has  opted  for  a  little  of  each.  Insurance  is  virtually 
compulsory  for  many  through  their  employment  contract ;  on  the  other 
hand,  free  care  is  made  less  attractive  by  means  tests,  long  waiting 
lines,  unpleasant  surroundings  and  similar  inconveniences. 

Another  argument  advanced  in  favor  of  compulsory  insurance  is 
that  it  overcomes  the  problem  of  adverse  selection.  If  insurance  is 
completely  voluntary  it  may  be  impractical  to  adjust  each  household's 
premium  to  its  expected  utilization.  To  the  extent  that  uniform 
premiums  are  charged,  however,  households  with  lower  than  average 
expected  utilization  have  an  incentive  to  drop  out  and  this  process  can 
continue  until  the  plan  collapses.  , 

It  seems  likely  that  the  United  States  will  move  further  in  the 
direction  of  compulsory  insurance,  but  this  development  is  likely  to 
create  new  problems  even  as  it  solves  others.  It  increases  the  incentive 
to  reduce  health  care  in  the  home  and  throws  more  of  the  burden  on 
collectively  provided  care.  If  the  money  price  of  market-provided  care 
goes  to  zero,  people  will  tend  to  use  more  than  the  amount  they  would 
like  to  use  if  they  were  free  to  shift  resources  to  satisfy  other  wants. 
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SOME  LIMITATIONS  OF  THE  MODEL 

The  "Taste"  for  Health 

It  is  becoming  increasingly  evident  that  many  health  problems  are 
related  to  individual  behavior.  In  the  absence  of  dramatic  break- 
throughs in  medical  science  the  greatest  potential  for  improving  health 
is  through  changes  in  what  people  do  and  do  not  do  to  and  for  them- 
selves. Household  decisions  concerning  diet,  exercise,  smoking,  drink- 
ing, work  and  recreation  are  of  critical  importance. 

It  is  useful  to  distinguish  between  two  different  classes  of  decisions. 
The  first  consists  of  those  that  affect  health,  but  without  the  decision 
maker's  awareness  of  these  effects.  In  such  instances,  public  policies 
are  needed  to  increase  information.  The  question  of  how  much  of  t In- 
activity can  be  justified  can  be  answered  (in  principle)  along  the 
familiar  lines  of  weighing  incremental  costs  and  benefits. 

A  more  difficult  problem  is  posed  by  those  decisions  that  are  made 
with  full  information  available,  and  that,  according  to  economi-t s, 
reflect  the  household's  "tastes."  Tastes  is  a  catchall  term  given  by 
economists  to  the  underlying  preference  patterns  that  determine 
demand  at  any  given  structure  of  income  and  prices.  The  overeater, 
the  heavy  smoker,  the  steady  drinker  are  all  presumably  maximizing 
their  utility,  given  their  tastes.  They  may  be  knowingly  shortening 
their  lives.  Should  it  be  an  object  of  public  policy  to  try  to  change  their 
tastes — to  try  to  increase  people's  tastes  for  health?  Economics  can 
provide  very  little  guidance  in  this  area  because  economists  have  no 
way,  even  in  principle,  of  saying  what  has  happened  to  utilit}T  once 
tastes  have  changed.  Economists  are  not,  of  course,  alone  in  this 
dilemma.  None  of  the  other  social  sciences  has  a  well-developed 
theory  of  preference  formation  or  the  capacity  to  make  judgments 
about  the  relative  merits  of  different  social  goals. 

The  issues  involved  are  extremely  complex.  Tastes  are  not  acquired 
at  birth  or  formed  in  a  vacuum.  It  seems  that  economists  should 
make  an  effort  to  determine  how  the  working  of  the  economic  system 
itself  influences  tastes.  They  should  stud}^  the  impact  of  advertising 
and  other  sales  efforts  on  demand,  and  try  to  determine  whether 
taxation  or  subsidies  of  such  efforts  and  counter  efforts  are  justified. 
Tastes  are  also  undoubtedly  influenced  by  the  information  and 
entertainment  media,  by  the  schools,  by  religous  institutions  and  by 
other  organizations  that  are  either  tax  supported,  subsidized  through 
tax  exemptions  or  regulated  by  government  to  some  degree. 

Another  way  of  thinking  about  this  problem  has  been  proposed  by 
Gary  Becker  and  Robert  Michael.  (25)  In  their  approach,  all  house- 
holds have  the  same  basic  wants  or  "tastes."  They  try  to  satisfy  these 
basic  wants  by  producing  "commodities"  with  the  aid  of  purchased 
goods  and  services  plus  inputs  of  their  own  time.  Households  differ 
greatly  in  their  ability  to  produce  different  "commodities"  and  these 
differences  explain  much  of  the  observed  differences  in  purchases  of 
goods  and  services  in  the  market. 

This  approach  has  been  developed  and  applied  to  health  by  Michael 
Grossman.  (26)  In  his  model  it  is  the  household,  not  the  physician  or 
the  hospital,  that  produces  health.  Health  care  and  other  goods  and 
services  (food,  shelter)  are  used  in  the  production  of  health  and  some 
goods  (e.g.,  cigarettes)  may  have  negative  effects. 
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If  one  pursues  this  approach,  it  could  be  a  legitimate  aim  of  public 
policy  to  help  households  become  more  efficient  producers  of  health. 
(27)  The  chief  ways  of  doing  this  would  be  through  health  education 
and  by  providing  more  information  about  the  health  care  that  is 
purchased  in  the  market.  It  is  of  some  interest  to  note  that  the  United 
States  government  currently  assumes  more  responsibility  for  inform- 
ing consumers  about  the  quality  of  steaks  they  buy  than  about  the 
quality  of  hospitals  or  physicians  they  use. 

Behavior  Within  Households  and  Firms 

A  significant  shortcoming  of  the  elementary  model  in  anatyzing 
health  care  is  its  treatment  of  the  firm  and  the  household  as  the  basic 
elements  of  analysis.  In  recent  years  some  economists  have  directed 
their  attention  to  decision-making  within  the  firm  (28-30)  and  within 
the  household.  (2),  (31) 

Attention  to  decision-making  and  allocation  within  the  firm  is 
particularly  important  if  we  are  to  try  to  understand  one  of  the  major 
institutions  in  health  care,  the  nonprofit,  voluntary  hospital.  It  is 
relatively  easy  to  identify  several  significant  interest  groups  within 
the  hospital — the  board  of  directors,  the  management,  the  full-time 
medical  staff,  the  attending  staff — but  it  is  more  difficult  to  weigh  their 
impact  to  formulate  a  predictive  theory  of  hospital  behavior.  When 
the  goals  of  the  various  interest  groups  are  similar,  the  simple  theory 
of  the  profit-maximizing  firm  may  be  adequate,  but  when  they  conflict, 
(e.g.,  the  selection  of  cases  for  admission)  such  a  theon^  is  obviously 
incomplete. 

Decision-making  and  allocation  within  the  household  also  pose  prob- 
lems that  have  special  relevance  to  health  care.  The  quantity  and 
quality  of  health  care  provided  to  children  by  parents  differ  greatly 
among  households,  even  among  households  with  equal  incomes.  The 
ability  of  parents  to  "produce"  health  for  themselves  and  for  their 
children  seems  to  vary  considerably.  Society  feels  an  obligation  to 
protect  the  health  rights  of  minors,  but  has  found  this  difficult  to  do. 
The  health  care  provided  elderly  parents  by  their  children  also  varies 
greatly.  The  decline  of  family  ties  tends  to  shift  some  production  of 
health  care  from  households  to  firms,  and  part  of  the  observed  rising 
cost  of  health  care  in  recent  decades  is  undoubtedly  attributable  to 
such  a  shift;  e.g.,  the  growth  of  nursing  homes. 

IMPLICATIONS  FOR  TECHNOLOGIC  CHANGE 

This  paper  has  discussed  health  care  in  relation  to  the  economic 
system.  The  conference,  however,  is  primarily  concerned  with  tech- 
nologic change,  so  it  is  appropriate  to  conclude  with  an  attempt  to 
relate  the  preceding  discussion  to  technology. 

Certainly  the  most  important  point  to  be  made  is  that  the  basic 
economic  principles  concerning  resource  allocation  and  utility  maxi- 
mization apply  in  a  world  of  technologic  change  as  well  as  in  a  static 
one.  Neither  blanket  endorsement  nor  condemnation  of  technology  is 
rational;  every  change  in  technology  involves  costs  and  benefits  and 
wise  social  policy  depends  upon  an  accurate  assessment  of  their  rel- 
ative magnitudes. 
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There  is  a  widespread  belief  that  the  health  care  sector  harbors 
many  wonderful  technologic  changes  that  have  not  been  diffused 
widely  and  rapidly  enough.  An  opposing  view  has  been  advanced  i>\ 
Richard  Nelson  of  Yale,  one  of  the  nation's  leading  students  of  the 
economics  of  technologic  change.  He  has  written,  "In  hold  defense 
and  health  there  has  been  a  lot  of  R  and  D,  and  technical  change  has 
been  extremely  rapid;  but  it  also  has  been  extremely  expensive  and 
poorly  screened  ...  In  health  one  has  the  strong  impression  that  one 
of  the  reasons  for  rising  health  costs  has  been  the  proclivity  of  doctors 
and  hospitals  to  adopt  almost  any  plausible  new  thing — drugs,  surgical 
methods,  equipment — that  increases  capability  in  any  dimension 
(and  some  for  which  even  that  isn't  clear)  without  regard  to  cost."  (32) 

Nelson's  view  has  considerable  validit}\  The  tendency  toward  rapid 
and  indiscriminate  adoption  of  innovations  in  the  medical  care  field 
can  be  attributed  in  part  to  efforts  of  suppliers  of  the  innovation, 
especially  drug  companies.  Possibh^  the  most  important  reason  is  the 
technologic  imperative  that  influences  medical  choices.  (33)  This  is 
instilled  in  physicians  by  their  training,  and  reinforced  by  present 
systems  of  financing  health  care.  It  produces  the  attitude  that  if 
something  can  be  done  it  should  be  done.  Most  medical  decision- 
makers, be  they  physicians  or  hospital  administrators,  are  not  trained 
to  weigh  marginal  benefits  against  marginal  costs.  Moreover,  present 
methods  of  third  party  payment  and  provider  reimbursement  do  not 
give  them  any  inducement  to  acquire  that  ability.  To  be  sure,  patient 
pressure  and  the  ethical  imperative  to  do  everything  possible  for  the 
patient  make  this  a  complex  problem.  But  a  more  rational  approach 
could  result  in  saving  more  lives  and  providing  greater  overall  patient 
satisfaction. 

Another  popular  misconception  is  that  any  change  in  health  care 
technology  that  reduces  labor  requirements  must  be  desirable.  No 
such  a  priori  assumption  is  warranted.  A  change  in  technology  that  is 
capital  saving  and  labor  intensive  may  be  more  valuable  than  the 
reverse,  and  a  change  that  permits  the  substitution  of  two  relatively 
unskilled  workers  for  one  highly  skilled  one  ma}-  be  more  valuable 
than  either. 

The  nature  of  technologic  change  can  have  profound  effects  on 
resource  requirements,  and  some  attention  should  be  paid  to  this 
matter  in  granting  funds  for  research  and  development.  In  choosing 
between  two  projects,  for  instance,  it  is  not  sufficient  to  consider  only 
the  importance  of  the  problem  and  the  probability  of  success.  The 
granting  agency  should  also  consider  what  resources  will  be  required 
to  implement  the  solution  if  the  project  is  successful. (34)  Some  tech- 
nologic advances,  such  as  the  antibiotic  drugs,  greatly  reduced  the 
demand  for  physicians'  services.  Others,  such  as  organ  transplants, 
greatly  increased  demand.  (35) 

Traditional  societies  resist  or  inhibit  technologic  change.  Society 
probably  errs  in  the  opposite  direction.  We  seem  to  be  fascinated  by 
technology  and  often  look  to  it  to  solve  problems  when  less  expensive 
solutions  lie  elsewhere.  This  may  be  particularly  true  of  health  care. 
It  is  to  be  hoped  that  this  conference,  with  its  emphasis  on  technology, 
will  not  serve  to  divert  attention  from  other  fundamental  questions 
concerning  the  organization  and  financing  of  health  care  and  personal 
responsibility  for  health. 
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Consider  the  problem  of  hospital  costs.  Hundreds  of  millions  are 
being  spent  to  make  hospitals  more  efficient  through  new  technology, 
but  the  return  is  likely  to  be  small  compared  to  the  savings  possible 
now  with  existing  technolog}^  through  reductions  in  utilization.  Most 
informed  observers  believe  that  on  any  give  day  approximately  20 
percent  of  the  patients  in  the  average  general  hospital  do  not  need  to 
be  there.  Research  probably  will  prove  this  to  be  a  conservative  esti- 
mate because  it  still  assumes  customary  medical  interventions,  con- 
ventional lengths  of  stay  and  so  forth. 

What,  for  instance,  is  the  appropriate  length  of  stay  after  hernia 
surgery?  A  British  team,  in  a  carefully  controlled  study,  showed  that 
patients  discharged  one  day  after  surgery  did  as  well  as  those  dis- 
charged after  six  days.  Another  British  team  compared  surgical 
repair  of  varicose  veins  with  injection  compression  sclerotherapy. 
The  former  method  involves  expensive  hospitalization;  the  latter  is 
done  on  an  outpatient  basis  at  minimum  cost.  Outcomes  seem  to  be 
similar  (except  that  surgical  patients  lost  four  times  as  many  days 
from  work),  and  patients  seem  to  prefer  the  injection/compression 
technique.  (36) 

No  reasonable  person  would  want  to  inhibit  the  development  of 
new  technologies  or  their  application  to  health  problems.  But  ever}'one 
concerned  with  American  health  care  should  realize  that  the  most 
pressing  problems  are  not  centered  around  technology  and  their  solu- 
tions will  probably  be  found  in  other  directions.  As  this  paper  has 
suggested,  we  need  to  make  health  care  markets  work  better;  we  need 
to  quantify  and  control  the  externalities  that  affect  health;  and  we 
need  to  recognize  the  importance  of  individual  behavior  and  personal 
responsibility  for  health.  Substantial  alterations  in  organization, 
financing  and  education  are  required  to  achieve  these  objectives. 

These  are  the  realities.  Tomorrow's  technology  may  help  to  bring 
about  these  changes,  but  let  us  not  underestimate  what  is  possible 
today  if  we  have  to  will  to  do  it.  Let  us  not  oversell  technolog}7".  Let 
us  not  divert  attention  and  misdirect  energies  that  could  be  devoted 
to  the  complex  task  of  creating  a  more  equitable,  more  effective  and 
more  efficient  health  care  system. 
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15.  MEDICAL  CARE  AS  A  RIGHT:  A  REFUTATION* 


Abstract 

From  man's  primary  right — the  right  to  his  own  life — derive  all  others,  including 
the  rights  to  select  and  pursue  his  own  values,  and  to  dispose  of  these  value-, 
once  gained,  without  coercion.  The  choice  of  the  conditions  under  which  a  phy- 
sician's services  are  rendered  belongs  to  the  physician  as  a  consequence  of  hifi 
right  to  support  his  own  life. 

If  medical  care,  which  includes  physician's  services,  is  considered  the  right  of 
the  patient,  that  right  should  properly  be  protected  by  government  law.  Since  the 
ultimate  authority  of  all  law  is  force  of  arms,  the  physician's  professional  judg- 
ment— that  is,  his  mind — is  controlled  through  threat  of  violence  by  the  state. 
Force  is  the  antithesis  of  mind,  and  man  cannot  survive  qua  man  without  the 
free  use  of  his  mind.  Thus,  since  the  concept  of  medical  care  as  the  right  of  the 
patient  entials  the  use  or  threat  of  violence  against  physicians,  that  concept  is 
anti-mind — therefore,  anti-life,  and,  therefore,  immoral. 

The  current  debate  on  health  care  in  the  United  States  is  of  the 
first  order  of  importance  to  the  health  professions,  and  of  no  less 
importance  to  the  political  future  of  the  nation,  for  precedents  are 
now  being  set  that  will  be  applied  to  the  rest  of  American  society  in 
the  future.  In  the  enormous  volume  of  verbiage  that  has  poured  forth, 
certain  fundamental  issues  have  been  so  often  misrepresented  that 
they  have  now  become  commonly  accepted  fallacies.  This  paper  will 
be  concerned  with  the  most  important  of  these  misconceptions,  that 
health  care  is  a  right,  as  well  as  a  brief  consideration  of  some  of  its 
corollary  fallacies. 

Rights — Morality  and  Politics 

The  concept  of  rights  has  its  roots  in  the  moral  nature  of  man  and 
its  practical  expression  in  the  political  system  that  he  creates.  Both 
morality  and  politics  must  be  discussed  before  the  relation  between 
political  rights  and  health  care  can  be  appreciated. 

A  1  'right"  defines  a  freedom  of  action.  For  instance,  a  right  to  a 
material  object  is  the  uncoerced  choice  of  the  use  to  which  that  object 
will  be  put;  a  right  to  a  specific  action,  such  as  free  speech,  is  the 
freedom  to  engage  in  that  activity  without  forceful  repression  The 
moral  foundation  of  the  rights  of  man  begins  with  the  fact  that  he  is  a 
Jiving  creature;  he  has  the  right  to  his  own  life.  All  other  rights  are 
corollaries  of  this  primary  one;  without  the  right  to  life,  there  can  be 
no  others,  and  the  concept  of  rights  itself  becomes  meaningless. 

The  freedom  to  live,  however,  does  not  automatically  ensure  life. 
For  man,  a  specific  course  of  action  is  required  to  sustain  his  life,  a 
course  of  action  that  must  be  guided  b}^  reason  and  reality  an  J  has  as 
its  goal  the  creation  or  acquisition  of  material  values,  such  as  food 
and  clothing,  and  intellectual  values,  such  as  self-esteem  and  integril  y. 
His  moral  system  is  the  means  by  which  he  is  able  to  select  (he  vaJues 
that  will  support  his  life  and  achieve  his  happiness. 

*  Sade,  Robert  M.  In  New  England  journal  of  medicine,  v.  285,  Dec.  2,  1971:  1288-1292.  Reprinted  by 
permission. 
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Man  must  maintain  a  rather  delicate  homeostatis  in  a  highly 
demanding  and  threatening  environment,  but  has  at  his  disposal  a 
uniques  and  efficient  mechanism  for  dealing  with  it:  his  mind.  His 
mind  is  able  to  perceive,  to  identify  percepts,  to  integrate  them  into 
concepts,  and  to  use  those  concepts  in  choosing  actions  suitable  to  the 
maintenance  of  this  life.  The  rational  function  of  mind  is  volitional, 
however,  a  man  must  choose  to  think,  to  be  aware,  to  evaluate,  to 
make  conscious  decisions.  The  extent  to  which  he  is  able  to  achieve 
his  goals  will  be  directly  proportional  to  his  commitment  to  reason  in 
seeking  them. 

The  right  to  life  implies  three  corollaries:  the  right  to  select  the 
values  that  one  deems  necessary  to  sustain  one's  own  life;  the  right  to 
exercise  one's  own  judgment  of  the  best  course  of  action  to  achieve 
the  chosen  values;  and  the  right  to  dispose  of  those  values,  once 
gained,  in  any  way  one  chooses,  without  coercion  by  other  men.  The 
denial  of  any  one  of  these  corollaries  severely  compromises  or  destroys 
the  right  to  life  itself.  A  man  who  is  not  allowed  to  choose  his  own 
goals,  is  prevented  from  setting  his  own  course  in  achieving  those 
goals  and  is  not  free  to  dispose  of  the  values  he  has  earned,  is  no  less 
than  a  slave  to  those  who  usurp  those  rights.  The  right  to  private 
property,  therefore,  is  essential  and  indispensable  to  maintaining  free 
men  in  a  free  society. 

Thus,  it  is  the  nature  of  man  as  a  living,  thinking  being  that  de- 
termines his  rights — his  "natural  rights."  The  concept  of  natural 
rights  was  slow  in  dawning  on  human  civilization.  The  first  political 
expression  of  that  concept  had  its  beginnings  in  17th  and  18th  century 
England  through  such  exponents  as  John  Locke  and  Edmund  Burke 
but  came  to  its  brilliant  debut  as  a  form  of  government  after  the 
American  Revolution.  Under  the  leadership  of  such  men  as  Thomas 
Paine  and  Thomas  Jefferson,  the  concept  of  man  as  a  being  sovereign 
unto  himself,  rather  than  a  subdivision  of  the  sovereignty  of  a  king, 
emperor  or  state,  was  incorporated  into  the  formal  structure  of  govern- 
ment for  the  first  time.  Protection  of  the  lives  and  property  of  in- 
dividual citizens  was  the  salient  characteristic  of  the  Constitution  of 
1787.  Ayn  Rand  has  pointed  out  that  the  principle  of  protection  of  the 
individual  against  the  coercive  force  of  government  made  the  United 
States  the  first  moral  society  in  history.  (1) 

In  a  free  society,  man  exercises  his  right  to  sustain  his  own  life  by 
producing  economic  values  in  the  form  of  goods  and  services  that  he  is 
or  should  be,  free  to  exchange  with  other  men  who  are  similarly  free  to 
trade  with  him  or  not.  The  economic  values  produced,  however,  are  not 
given  as  gifts  by  nature,  but  exist  only  by  virtue  of  the  thought  and 
effort  of  individual  men.  Goods  and  services  are  thus  owned  as  a 
consequence  of  the  right  to  sustain  life  by  one's  own  physical  and 
mental  effort. 

If  the  chain  of  natural  rights  is  interrupted,  and  the  right  to  a  loaf 
of  bread,  for  example,  is  proclaimed  as  primary  (avoiding  the  necessity 
of  earning  it),  every  man  owns  a  loaf  of  bread,  regardless  of  who  pro- 
duced it.  Since  ownership  is  the  power  of  disposal,  (2)  every  man  ma}^ 
take  his  loaf  from  the  baker  and  dispose  of  it  as  he  wishes  with  or  with- 
out the  baker's  permission.  Another  element  has  thus  been  introduced 
into  the  relation  between  men;  the  use  of  force.  It  is  crucial  to  observe 
who  has  initiated  the  use  of  force:  it  is  the  man  who  demands  un- 
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earned  bread  as  a  right,  not  the  man  who  produced  it.  At  the  Level  of 
an  unstructured  society  it  is  clear  who  is  moral  and  who  immoral. 
The  man  who  acted  rationally  by  producing  food  to  support  his  own 
life  is  moral.  The  man  who  expropriated  the  bread  by  force  is  immoral. 

To  protect  this  basic  right  to  provide  for  the  support  of  one'-,  own 
life,  men  band  together  for  their  mutual  protection  and  form  govern- 
ments. This  is  the  only  proper  function  of  government:  to  provide 
for  the  defense  of  individuals  against  those  who  would  take  their  lives 
or  property  by  force.  The  state  is  the  repository  for  retaliatory  force 
in  a  just  society  wherein  the  only  actions  prohibited  to  individuals  are 
those  of  physical  harm  or  the  threat  of  physical  harm  to  other  men. 
The  closest  that  man  has  ever  come  to  achieving  this  ideal  of  govern- 
ment was  in  this  country  after  its  War  of  Independence. 

When  a  government  ignores  the  progression  of  natural  rights  arising 
from  the  right  to  life,  and  agrees  with  a  man,  a  group  of  men,  or  even 
a  majority  of  its  citizens,  that  every  man  has  a  right  to  a  loaf  of 
bread,  it  must  protect  that  right  by  the  passage  of  laws  ensuring  that 
everyone  gets  his  loaf — in  the  process  depriving  the  baker  of  the 
freedom  to  dispose  of  his  own  product.  If  the  baker  disobeys  the  law, 
asserting  the  priority  of  his  right  to  support  himself  by  his  own  rational 
disposition  of  the  fruits  of  his  mental  and  physical  labor,  he  will  be 
taken  to  court  by  force  or  threat  of  force  where  he  will  have  more 
property  forcibly  taken  from  him  (by  fine)  or  have  his  liberty  taken 
away  (by  incarceration) .  Now  the  initiator  of  violence  is  the  govern- 
ment itself.  The  degree  to  which  a  government  exercises  its  monopoly 
on  the  retaliatory  use  of  force  by  asserting  a  claim  to  the  lives  and 
property  of  its  citizens  is  the  degree  to  which  it  has  eroded  its  own 
legitimacy.  It  is  a  frequently  overlooked  fact  that  behind  every  law 
is  a  policeman's  gun  or  a  soldier's  bayonet.  When  that  gun  and  bayonet 
are  used  to  intiate  violence,  to  take  property  or  to  restrict  liberty  by 
force,  there  are  no  longer  any  rights,  for  the  lives  of  the  citizens  belong 
to  the  state.  In  a  just  society  with  a  moral  government,  it  is  clear  that 
the  only  "right"  to  the  bread  belongs  to  the  baker,  and  that  a  claim 
by  any  other  man  to  that  right  is  unjustified  and  can  be  enforced  only 
by  violence  or  the  threat  of  violence. 

Rights — Politics  and  Medicine 

The  concept  of  medical  care  as  the  patient's  right  is  immoral 
because  it  denies  the  most  fundamental  of  all  rights,  that  of  a  man 
to  his  own  life  and  the  freedom  of  action  to  support  it.  Medical  care 
is  neither  a  right  nor  a  privilege:  it  is  a  service  that  is  provided  by 
doctors  and  others  to  people  who  wish  to  purchase  it.  It  is  the  pro- 
vision of  this  service  that  a  doctor  depends  upon  for  his  livelihood, 
and  is  his  means  of  supporting  his  own  life.  If  the  right  to  health 
care  belongs  to  the  patient,  he  starts  out  owning  the  services  of  a 
doctor  without  the  necessity  of  either  earning  them  or  receiving  them 
as  a  gift  from  the  only  man  who  has  the  right  to  give  them:  the  doctor 
himself.  In  the  narrative  above  substitute  "doctor"  for  "baker"  and 
"medical  service"  for  "bread."  American  medicine  is  now  at  the 
point  in  the  story  where  the  state  has  proclaimed  the  nonexistent 
"right"  to  medical  care  as  a  fact  of  public  policy,  and  has  begun  to 
pass  the  laws  to  enforce  it.  The  doctor  finds  himself  less  and  less  his 
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own  master  and  more  and  more  controlled  by  forces  outside  of  his 
own  judgment. 

For  instance,  under  the  proposed  Kennedy- Griffiths  bill,  (3)  there 
will  be  a  "Health  Security  Board,"  which  will  be  responsible  for 
administering  the  new  controls  to  be  imposed  on  doctors,  hospitals 
and  other  "providers"  of  health  care  (Sec.  121).  Specialized  services, 
such  as  major  surgery,  will  be  done  by  "qualified  specialists"  [Sec. 
22(b)(2)],  such  qualifications  being  determined  by  the  Board  (Sec. 
42).  Furthermore,  the  patient  can  no  longer  exercise  his  own  initiative 
in  finding  a  specialist  to  do  his  operation,  since  he  must  be  referred 
to  the  specialist  by  a  nonspecialist — i.e.,  a  general  practitioner  of 
family  doctor  [Sec.  22(b)].  Licensure  by  his  own  state  will  not  be 
enough  to  be  a  qualified  practitioner;  physicians  will  also  be  subject 
to  a  second  set  of  standards,  those  established  by  the  Board  [Sec. 
42(a)].  Doctors  will  no  longer  be  considered  competent  to  determine 
their  own  needs  for  continuing  education,  but  must  meet  require- 
ments established  by  the  Board  [Sec.  42(c)].  The  professional  staff 
of  a  hospital  will  no  longer  be  able  to  determine  which  of  its  members 
are  qualified  to  perform  which  kinds  of  major  surgery;  specialty-board 
certification  or  eligibility  will  be  required,  with  certain  exceptions 
that  include  meeting  standards  established  by  the  Board  [Sec.  42(d)]. 

Control  of  doctors  through  control  of  the  hospitals  in  which  they 
practice  will  also  be  exercised  by  the  Board  by  way  of  a  list  of  require- 
ments, the  last  of  which  is  a  "sleeper"  that  will  by  its  vagueness  allow 
the  Board  almost  any  regulation  of  the  hospital:  the  hospital  must 
meet  "such  other  requirements  as  the  Board  finds  necessary  in  the 
interest  of  quality  of  care  and  the  safety  of  patients  in  the  institution" 
[Sec.  43 (i)].  Hospitals  will  also  not  be  allowed  to  undertake  construc- 
tion without  higher  approval  by  a  state  agency  or  by  the  Board  (Sec. 
52). 

In  the  name  of  better  organization  and  co-ordination  of  services, 
hospitals,  nursing  homes  and  other  providers  will  be  further  con- 
trolled through  the  Board's  power  to  issue  directives  forcing  the  pro- 
vider to  furnish  services  selected  by  the  Board  [Sec.  131(a)(1),  (2)]  at 
a  place  selected  by  the  Board  [Sec.  131(a)(3)].  The  Board  can  also 
direct  these  providers  to  form  associations  with  one  another  of  various 
sorts,  including  "making  available  to  one  provider  the  professional 
and  technical  skills  of  another"  [Sec.  131  (a)  (B)],  and  such  other  link- 
ages as  the  Board  thinks  best  [Sec.  131(a)(4)(C)]. 

These  are  only  a  few  of  the  bill's  controls  of  the  health-care  industry. 
It  is  difficult  to  believe  that  such  patent  subjugation  of  an  entire  pro- 
fession could  ever  be  considered  a  fit  topic  for  discussion  in  any  but 
the  darkest  corner  of  a  country  founded  on  the  principles  of  life  and 
liberty.  Yet  the  Kennedy- Griffiths  bill  is  being  seriously  debated  to- 
day in  the  Congress  of  the  United  States. 

The  irony  of  this  bill  is  that,  on  the  basis  of  the  philosophic  premises 
of  its  authors,  it  does  provide  a  rationally  organized  system  for  at- 
tempting to  fulfill  its  goals,  such  as  "making  health  services  available 
to  all  residents  of  the  United  States."  If  the  government  is  to  spend 
tens  of  billions  of  dollars  on  health  services,  it  must  assure  in  some 
way  that  the  money  is  not  being  wasted.  Every  bill  currently  before 
the  national  legislature  does,  should,  and  must  provide  some  such 
controls,  The  Kennedy- Griffiths  bill  is  the  closest  we  have  yet  come 
to  the  logical  conclusion  and  inevitable  consequence  of  two  funda- 
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mental  fallacies:  that  health  care  is  a  right,  and  that  doctors  and 
other  health  workers  will  function  as  efficiently  serving  as  chattels  of 
the  state  as  they  will  living  as  sovereign  human  beings.  It  is  not,  and 
they  will  not. 

Any  act  of  force  is  anti-mind.  It  is  a  confession  of  the  failure  of 
persuasion,  the  failure  of  reason.  When  politicians  say  that  the  health 
system  must  be  forced  into  a  mold  of  their  own  design,  they  are  ad- 
mitting their  inability  to  persuade  doctors  and  patients  to  use  the 
plan  voluntarily;  they  are  proclaiming  the  supremacy  of  the  state's 
logic  over  the  judgments  of  the  individual  minds  of  all  concerned  with 
health  care.  Statists  throughout  history  have  never  learned  that  com- 
pulsion and  reason  are  contradictory,  that  a  forced  mind  cannot  think 
effectively  and,  by  extension,  that  a  regimented  profession  will  even- 
tually choke  and  stagnate  from  its  own  lack  of  freedom.  A  persuasive 
example  of  this  is  the  moribund  condition  of  medicine  as  a  profession 
in  Sweden,  a  country  that  has  enjoyed  socialized  medicine  since  1955. 
Werko,  a  Swedish  physician,  has  stated:  "The  details  and  the  com- 
plicated working  schedule  have  not  yet  been  determined  in  all  hospitals 
and  districts,  but  the  general  feeling  of  belonging  to  a  free  profession, 
free  to  decide — at  least  in  principle — how  to  organize  its  work  has 
been  lost.  Many  hospital-based  physicians  regard  their  work  now  with 
an  apathy  previously  unknown."  (4)  One  wonders  how  American 
legislators  will  like  having  their  myocardial  infarctions  treated  by 
apathetic  internists,  their  mitral  valves  replaced  by  apathetic  surgeons, 
their  wives'  tumors  removed  by  apathetic  gynecologists.  They  will 
find  it  very  difficult  to  legislate  self-esteem,  integrity  and  competence 
into  the  doctors  whose  minds  and  judgments  they  have  throttled. 

If  anyone  doubts  that  health  legislation  involves  the  use  of  force, 
a  dramatic  demonstration  of  the  practical  political  meaning  of  the 
"right  to  health  care"  was  acted  out  in  Quebec  in  the  closing  months 
of  1970.(5)  In  that  unprecedented  threat  of  violence  by  a  modern 
Western  government  against  a  group  of  its  citizens,  the  doctors  of 
Quebec  were  literally  imprisoned  in  the  province  by  Bill  41,  possibly 
the  most  repressive  piece  of  legislation  ever  enacted  against  the  medi- 
cal profession,  and  far  more  worthy  of  the  Soviet  Union  or  Red 
China  than  a  western  democracy.  Doctors  objecting  to  a  new  Medicare 
law  were  forced  to  continue  working  under  penalty  of  jail  sentence 
and  fines  of  up  to  $500  a  day  away  from  their  practices.  Those  who 
spoke  out  publicly  against  the  bill  were  subject  to  jail  sentences  of  up 
to  a  year  and  fines  of  up  to  $50,000  a  day.  The  facts  that  the  doctors 
did  return  to  work  and  that  no  one  was  therefore  jailed  or  fined  do 
not  mitigate  the  nature  or  implications  of  the  passage  of  Bill  41. 
Although  the  dispute  between  the  Quebec  physicians  and  their 
government  was  not  one  of  principle  but  of  the  details  of  compensa- 
tion, the  reaction  of  the  state  to  resistance  against  coercive  professional 
regulation  was  a  classic  example  of  the  naked  force  that  lies  behind 
every  act  of  social  legislation. 

Any  doctor  who  is  forced  by  law  to  join  a  group  or  a  hospital  he 
does  not  choose,  or  is  prevented  by  law  from  prescribing  a  drug  he 
thinks  is  best  for  his  patient,  or  is  compelled  by  law  to  make  any 
decision  he  would  not  otherwise  have  made,  is  being  forced  to  act 
against  his  own  mind,  which  means  forced  to  act  against  his  own 
life.  He  is  also  being  forced  to  violate  his  most  fundamental  pro- 
fessional commitment,  that  of  using  his  own  best  judgment  at  all 
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times  for  the  greatest  benefit  of  his  patients.  It  is  remarkable  that 
this  principle  has  never  been  identified  by  a  public  voice  in  the  medical 
profession,  and  that  the  vast  majority  of  doctors  in  this  country  are 
being  led  down  the  path  to  civil  servitude,  never  knowing  that  their 
feelings  of  uneasy  foreboding  have  a  profoundly  moral  origin,  and 
never  recognizing  that  the  main  issues  at  stake  are  not  those  being 
formulated  in  Washington,  but  are  their  own  honor,  integrity  and 
freedom,  and  their  own  survival  as  sovereign  human  beings. 

Some  Corollaries 

The  basic  fallacy  that  health  care  is  a  right  has  led  to  several 
corollary  fallacies,  among  them  the  following: 

That  health  is  primarily  a  community  or  social  rather  than  individual 
concern.  (6)  A  simple  calculation  from  American  mortality  statistics  (7) 
quickly  corrects  that  false  concept:  67  percent  of  deaths  in  1967  were 
due  to  diseases  known  to  be  caused  or  exacerbated  by  alcohol,  tobacco 
smoking  or  overeating,  or  were  due  to  accidents.  Each  of  those  factors 
is  either  largely  or  wholly  correctable  by  individual  action.  Although 
no  statistics  are  available,  it  is  likely  morbidity,  with  the  exception  of 
common  respiratory  infectious,  has  a  relation  like  that  of  mortality  to 
personal  habits  and  excesses. 

That  state  medicine  has  worked  better  in  other  countries  than  free 
enterprise  has  worked  here.  There  is  no  evidence  to  support  that  con- 
tention, other  than  ancedotal  testimonals  and  the  spurious  citation  of 
infant  mortality  and  longevity  statistics.  There  is,  on  the  other  hand, 
a  good  deal  of  evidence  to  the  contrary.  (8),  (9) 

That  the  provision  of  medical  care  somehow  lies  outside  the  laws  of 
supply  and  demand,  and  that  government-controlled  health  care  will  be 
free  care.  In  fact,  no  service  or  commodity  lies  outside  the  economic 
laws.  Regarding  health  care,  market  demand,  individual  want,  and 
medical  need  are  entirely  different  things,  and  have  a  very  complex 
relation  with  the  cost  and  the  total  supply  of  available  care,  as  recently 
discussed  and  clarified  by  Jeffers  et  al.  (10)  They  point  out  that 
"  'health  is  purchaseable',  meaning  that  somebody  has  to  pay  for  it, 
individually  or  collectively,  at  the  expense  of  foregoing  the  current 
or  future  consumption  of  other  things/'  The  question  is  whether  the 
decision  of  how  to  allocate  the  consumer's  dollar  should  belong  to  the 
consumer  or  to  the  state.  It  has  already  been  shown  that  the  choice  of 
how  a  doctor's  services  should  be  rendered  belongs  only  to  the  doctor: 
in  the  same  way  the  choice  of  whether  to  buy  a  doctor's  service  rather 
than  some  other  commodity  or  service  belongs  to  the  consumer  as  a 
logical  consequence  of  the  right  to  his  own  life. 

That  opposition  to  national  health  legislation  is  tantamount  to  opposi- 
tion to  progress  in  health  care.  Progress  is  made  by  the  free  interaction  of 
free  minds  developing  new  ideas  in  an  atmosphere  conducive  to  ex- 
perimentation and  trial.  If  group  practice  really  is  better  than  solo, 
we  will  find  out  because  the  success  of  groups  will  result  in  more  groups 
(which  has,  in  fact,  been  happening) ;  if  prepaid  comprehensive  care 
realJy  is  the  best  form  of  practice,  it  will  succeed  and  the  health  in- 
dustry mil  swell  with  new  Kaiser-Premanente  plans.  But  let  one  of 
these  or  any  other  form  of  practice  become  the  law,  and  the  system  is  in 
a  strait  jacket  that  will  stifle  progress.  Progress  requires  freedom  of 
action,  and  that  is  precisely  wiiat  national  health  legislation  aims  at 
restricting. 
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That  doctors  should  help  design  the  legislation  for  a  national  health 
system,  since  they  must  live  with  and  within  whatever  legislation  is  enacted. 
To  accept  this  concept  is  to  concede  to  the  opposition  its  philosophic 
premises,  and  thus  to  lose  the  battle.  The  means  by  which  nonproducers 
and  hangers-on  throughout  history  have  been  able  to  expropriate 
material  and  intellectual  values  from  the  producers  has  been  identified 
only  relatively  recently:  the  sanction  of  the  victim.  (11)  Historically, 
few  people  have  lost  their  freedom  and  their  rights  without  some  degree 
of  complicity  in  the  plunder.  If  the  American  medical  profession  ac- 
cepts the  concept  of  health  care  as  the  right  of  the  patient,  it  will  have 
earned  the  Kennedy- Griffiths  bill  by  default.  The  alternative  for  any 
health  professional  is  to  withhold  his  sanction  and  make  clear  who  is 
being  victimized.  Any  physician  can  say  to  those  who  would  shackle 
his  judgment  and  control  his  profession:  I  do  not  recognize  your  right 
to  my  life  and  my  mind,  which  belong  to  me  and  me  alone;  I  will  not 
participate  in  any  legislated  solution  to  any  health  problem. 

In  the  face  of  the  raw  power  that  lies  behind  government  programs, 
nonpar ticipation  is  the  only  way  in  which  personal  values  can  be 
maintained.  And  it  is  only  with  the  attainment  of  the  highest  of  those 
values — integrity,  honesty  and  self-esteem — that  the  physician  can 
achieve  his  most  important  professional  value,  the  absolute  priority 
of  the  welfare  of  his  patients. 

The  preceeding  discussion  should  not  be  interpreted  as  proposing 
that  there  are  no  problems  in  the  delivery  of  medical  care.  Problems 
such  as  high  cost,  few  doctors,  low  quantity  of  available  care  in  eco- 
nomically depressed  areas  may  be  real,  but  it  is  naive  to  believe  that 
governmental  solutions  through  coercive  legislation  can  be  anything 
but  shortsighted  and  formulated  on  the  basis  of  political  expediency. 
The  only  long-range  plan  that  can  hope  to  provide  for  the  day  after 
tomorrow  is  a  "nonsystem" — that  is,  a  system  that  proscribes  the 
imposition  by  force  (legislation)  of  any  one  group's  conception  of  the 
best  forms  of  medical  care.  We  must  identify  our  problems  and  seek  to 
solve  them  by  experimentation  and  trial  in  an  atmosphere  of  freedom 
from  compulsion.  Our  sanction  of  anything  less  will  mean  the  loss  of 
our  personal  values,  the  death  of  our  profession,  and  a  heavy  blow  to 
political  liberty. 
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16.  HEALTH  CARE  AND  PRIVATE  ENTERPRISE* 


Possible  Roles  in  Today's  Environment 

The  nation's  system  for  the  delivery  oj  health  care  has  come  under 
increasingly  vocal  attack  from  both  the  public  and  private  sectors.  The 
author  surveys  the  current  condition  oj  our  health  nonsystem  in  terms  oj 
its  three  main  elements — a  payment  mechanism,  facilities f  and  the  medical 
profession  and  describes  some  of  the  programs  which  have  attempted  to 
integrate  these  three  elements  into  a  more  effective  system.  The  oldest  and 
best  known  of  these  programs  is  the  Kaiser  Foundation  Medical  Care 
Program;  others  include  the  Harvard  Community  Health  Plan  and  the 
Columbia  Medical  Plan.  With  this  as  background,  the  question  of  a  role 
for  private  enterprise  in  health  care  is  raised.  Three  alternatives  are 
described,  along  with  the  potential  problems  and  rewards  associated  with 
entry  into  this  industry.  The  timing  is  propitious  for  those  who  would  rise 
to  the  challenge  and  apply  their  talent  and  resources  to  the  problems  of 
health  care  delivery. 

NIXON  WARNS  OF  'MASSIVE  CRISIS'  IN  HEALTH  CARE 

President  Nixon  warned  yesterday  that  the  nation  faces  a  'break- 
down' in  health  care  unless  decisive  action  is  taken  to  combat  this 
'massive  crisis.' 

THE  MEDICAL  REVOLUTION 

The  President's  concession  that  the  [health  care]  crisis  is  far  more 
severe  than  he  had  personally  thought,  and  that  it  is  growing  steadily 
worse,  had  a  refreshing  candor.  The  comment  was  based,  moreover, 
on  an  unusually  hard-hitting  assessment  of  the  situation  by  [HEW] 
Secretary  Finch  and  his  new  health  assistant,  Dr.  Roger  Egeberg. 
Barely  a  da}^  later,  as  the  American  Medical  Association  assembled  in 
New  York,  Egeberg's  deputy  at  HEW  flatly  asserted  that  the  nation's 
present  system  of  delivering  health  services  requires  nothing  less  than 
to  be  shaken  'literally  to  its  foundations.'  1 

These  news  items,  among  others,  express  the  current  dissatisfaction 
with  the  nation's  system  for  the  delivery  of  health  care.  The  problem 
behind  this  general  mood  of  discontent  is  one  that  has  been  building 
for  many  years;  in  addition,  the  highly  charged  and  personal  nature 
of  individual  health  and  wellbeing  has  tended  to  add  a  certain  amount 
of  emotionalism  to  the  issue.  This  article  will  attempt  to  present  a 
somewhat  more  dispasionate  examination  of  the  health  care  situation 
as  it  exists  today.  After  a  brief  review  of  the  factors  leading  up  to  this 
"massive  crisis,"  we  will  examine  some  of  the  more  progressive  ex- 
periments now  underway,  which  are  directed  towards  exploring  new 
approaches  and  solutions  to  the  problems  of  health  care  delivery  in 

*  Saitow,  A.  R.  In  Business  horizons,  v.  13,  Feb.  1970:  69-78.  Reprinted  by  permission. 

1  Washington  Post,  July  12, 1969  (first  quotation);  Washington  Evening  Star,  July  17, 1969  (second). 
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the  United  States.  Finally,  using  the  above  as  a  framework,  we  will 
explore  some  of  the  alternatives  open  to  private  industry  if  it  chooses 
to  participate  in  this  meaningful  area  of  social  endeavor. 

TABLE  1.— NATIONAL  HEALTH  EXPENDITURES  (SELECTED  YEARS,  FISCAL  1S45-69) 


Growth     Source  of  funds  (percent) 

Total  (percent  

Year  (billion)        per  year)  Private  Public 


1945      $8  67  33 

1950     12  8.5  75  25 

1955       18  8.5  75  25 

1960       26  7.5  76  24 

1963   33  8.3  75  25 

1965     39  8.6  75  25 

1966   42  7.7  74  26 

1967   48  14.3  67  33 

1968     54  12.5  63  37 

1969     60  11.1  62  38 

19731     100  12.6  57  43 


»  Projected. 

Source:  Research  and  Statistics  Note,  Department  of  Health,  Education,  and  Welfare  (Washington:  U.S.  Government 
Printing  Office,  Nov.  7, 1969),  and  Westinghouse  Corp.  projections. 

FACTORS  IN  THE  CRISIS 

Rising  Costs 

From  1945  to  1965,  total  health  care  expenditures  rose  from  $8 
billion  to  $39  billion  at  rates  ranging  from  7.5  percent  to  8.6  percent  per 
year  (Table  1).  Beginning  in  1966,  the  growth  rate  of  expenditures 
began  to  accelerate  as  federal  and  state  governments  contributed  an 
increasing  share  of  the  total.  In  fiscal  year  1969,  the  percentage  of 
public  funds  reached  a  new  high  of  38  percent,  compared  to  a  historical 
average  of  about  25  percent.  This  increase  in  spending  by  the  public 
sector  can  be  accounted  for  by  programs  initiated  by  the  federal 
government  (Table  2  indicates  the  difference  in  expenditures  made  by 
federal  and  by  state  and  local  governments).  The  two  programs  that 
have  produced  most  of  the  growth  in  public  spending  are:  Medicare, 
which  provides  payment  for  medical  benefits  to  20  million  people 
aged  65  or  over,  and  Medicaid,  which  provides  medical  assistance 
through  state  welfare  agencies  to  7.5  million  people  in  low  income 
brackets.  In  fiscal  year  1969,  Medicare  expenditures  of  ($6.6  billion 
and  the  federal  portion  of  Medicaid,  $2.2  billion,  accounted  for  almost 
60  percent  of  total  federal  expenditures  for  health  and  medical  care. 


TABLE  2.— GOVERNMENT  EXPENDITURES  FOR  HEALTH  AND  MEDICAL  CARE  (FISCAL  YEARS,  1966-69) 


Federal 

State  and  local 

Amount 

Percent 

Amount 

Percent 

(billions) 

Increase 

(billions) 

increase 

1966.   

   $5.4  

$5.4  

1967  

  9.8 

81.5 

6.1 

13.0 

1968   

  13.0 

32.6 

6.7 

9.8 

1969  1    

   15.1 

16.2 

7.5 

11.9 

1  Estimated. 


Source:  Research  and  Statistics  Note. 
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Another  important  area  of  federal  activity  has  been  that  of  hospital 
construction.  Since  Hill-Burton  was  originally  passed  in  August, 
1946,  over  9,780  projects  have  been  approved,  providing  425,000 
beds  in  hospitals  and  nursing  homes,  and  aiding  in  the  construction  of 
almost  2,800  other  types  of  health  facilities.  Approximately  $3^ 
billion  in  federal  funds  have  been  appropriated;  these  have  beeD 
matched  by  about  $7%  billion  in  state  and  local  funds,  amounting  to 
a  total  construction  cost  of  almost  $10%  billion. 

Finally,  inflation  has  had  a  marked  impact  on  the  recent  growth 
of  health  care  costs.  In  the  decade  1956-66,  the  Labor  Department- 
consumer  price  index  (CPI)  for  all  items  rose  19  percent.  At  the  same 
time,  the  index  of  medical  care  prices  rose  42  percent,  or  more  than 
twice  the  increase  in  the  CPI.  Since  1966,  the  upward  trend  has 
become  more  pronounced  (Table  3).  For  the  thirty-six  month  period 
ending  June,  1969,  the  CPI  rose  13.0  percent.  During  this  same 
period,  the  daily  service  charge  for  hospitals  rose  54.6  percent,  and 
physicians'  fees  rose  21.5  percent. 


TABLE  3.— PERCENTAGE  CHANGE  FOR  MEDICAL  CARE  PRICES  (BY  ITEMS  FOR  SELECTED  PERIODS) 


12  months  ending  June — 

24  months 

36  months 

ending 

ending 

1967 

1968 

1969 

June  1969 

June  1969 

CPI,  all  items   

2.7 

4.2 

5.5 

10.0 

13.0 

CPI,  all  services..    

4.4 

5.1 

7.0 

12.5 

17.5 

Medical  care  (total)..  ...  ..  

7.3 

5.9 

7.5 

13.9 

22.2 

Medical  care  services: 

Physicians' fees.   

7.3 

5.5 

7.3 

13.3 

21.5 

Dentists'  fees     

5.0 

5.7 

7.5 

13.6 

19.3 

Hospital  service  charges:  Daily  service 

charge.            .        .  . 

21.9 

12.2 

13.0 

26.8 

54.6 

Prescriptions...   ...    ..  ...  

-1.9 

-1.8 

1.6 

-.2 

-2. 1 

Source:  Research  and  Statistics  note. 


Thus,  we  find  a  high  degree  of  correlation  between  increasing  gov- 
ernment expenditures  for  health  care  and  disproportionate  increases 
in  the  prices  of  health  care  services  compared  to  consumer  prices  in 
general.  At  the  same  time,  there  is  no  simple  and  clear-cut  evidence 
of  a  direct  cause-and-effect  relationship;  obviously,  many  diverse 
factors  have  contributed  to  the  current  charges  of  "crisis"  and  "need 
for  reform"  that  characterize  the  situation  today.  We  need  to  gain  a 
fuller  understanding  of  why  our  country  faces  this  dilemma,  and  then 
to  review  some  recent  efforts  to  correct  the  condition. 

Elements  in  our  "Nonsystem" 

Former  HEW  Secretary  John  Gardner  described  a  vital  aspect  of 
the  problem  when  he  said,  "The  key  fact  about  the  health  service  as 
it  exists  today  is  the  measure  of  disorganization  and  resulting  extrava- 
gance that  now  threaten  the  entire  structure."  In  effect,  the  country 
does  not  have  a  health  care  delivery  system  with  all  that  term  implies. 
Rather,  what  currently  exists  is  an  unrelated  set  of  institutions — a 
"nonsystem"  if  you  wish — concerned  with  providing  the  individual 
elements  of  care  to  particular  segments  of  the  population. 
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Table  4. — Elements  of  the  Health  Care  Delivery  System 
Payment  Mechanism 

Federal  Medicare 
State  Medicaid 
County  indigent  care 
Blue  Cross/Blue  Shield 
Private  insurance 
Self-pay 

Health  Care  Facility 

Hospital 

Extended  care  facility 
Clinical  laboratory 
Doctor's  office 

Medical  Profession 

Private  practitioner 
Group  practitioners 

One  way  of  looking  at  the  problem  is  to  identify  the  three  major 
elements  that  make  up  the  health  care  delivery  system — or  nonsystem. 

These  are  the  payment  mechanism,  the  payment  from  one  of  a 
number  of  sources  for  the  charges  incurred  during  a  period  of  illness; 
the  health  care  facility  itself,  including  hospitals,  extended  care  facili- 
ties, and  clinical  laboratories,  as  well  as  doctors'  clinics  of  various 
sizes;  and  the  medical  profession. 

The  Payment  Mechanism. — The  various  sources  of  hospital  pay- 
ment include  the  federal  government  through  Medicare,  state  govern- 
ment through  Medicaid,  Blue  Cross-Blue  Shield,  private  health  in- 
surance carriers,  county  programs  for  the  medical  care  of  the  indigent, 
and,  finally,  self-pay  by  private  individuals.  The  primary  sources  of 
revenue  today  for  the  average  short-term  general  hospital  are  Blue 
Cross,  Medicare,  and  Medicaid  payments.  Together,  these  three 
sources  usually  account  for  more  than  one-half  of  the  total  revenue.  In 
simplified  terms,  these  plans  pa}^  hospitals  on  a  cost  reimbursement 
basis;  that  is,  payment  for  services  rendered  is  based  solely  on  the  costs 
incurred  in  providing  these  services. 

The  expected  results  of  such  a  cost  reimbursement  system  on  hospi- 
tal operations  are  not  unlike  those  that  the  military  experienced  in  the 
fifties  and  early  sixties  when  many  of  its  procurement  awards  were 
made  under  the  cost-plus = fixed-fee  type  of  contract.  First,  there  is  no 
incentive  to  attempt  to  lower  costs.  In  fact,  positive  encouragement  for 
greater  and  greater  spending  and  inefficiency  is  built  into  cost-based 
reimbursement  since  the  greater  the  costs  incurred,  the  larger  the 
reimbursement  payment. 

Second,  there  are  indications  that  sound  hospital  management 
judgment  is  subverted  because  of  cost-reimbursement  formulas.  This 
is  most  obvious  on  decisions  involving  the  acquisition  of  capital 
items.  It  is  not  at  all  unusual  to  find  decisions  made,  not  on  the  basis 
of  sound  economic  analysis,  but  on  the  basis  of  what  the  reimburse- 
ment formulas  will  allow.  Thus,  hospital  management  will  often 
decide  to  incur  additional  expense  (such  as  an  equipment  lease) 
because  the  lease  cost  is  a  reimbursable  item  of  expense,  rather  than 
purchase  the  item,  because  of  the  limitations  on  recovery  of  capital 
funds  under  existing  cost  reimbursement  formulas. 

One  noteworthy  experiment  aimed  at  improving  cost  control  in 
hospitals  is  the  Indiana  reimbursement  system.  This  system,  often 
referred  to  as  the  "controlled  charges  method  of  reimbursement," 
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requires  that  all  proposed  rate  changes  by  Indiana  hospitals  be 
reviewed  by  a  Hospital  Rate  Review  Committee  composed  of  seven 
representatives  from  hospitals,  labor,  industry,  medicine,  and  other 
knowledgeable  fields  of  interest.  The  basic  feature  of  the  system  is 
the  elimination  of  the  automatic  increase  of  hospital  rates  as  hospital 
costs  go  up.  Under  the  concept  of  controlled  charges,  a  hospital 
administrator  is  aware  that  any  proposed  rate  change  must  be  passed 
by  the  rate  review  committee.  Summing  up  ten  years  of  experience 
with  this  system,  one  official  concludes  that  ".  .  .  the  effectivene^ 
of  the  system  is  probably  better  measured  by  the  postponement  of 
rate  increase  requests  than  by  the  number  of  requests  which  have 
been  denied." 

In  addition  to  the  Indiana  approach,  the  Social  Security  Adminis- 
tration has  authorized  a  limited  number  of  "Incentive  Reimburse- 
ment Experiments."  These  are  designed  to  enable  medical  care 
participants  to  share  in  any  savings  that  can  be  acheived  through 
innovations  in  medical  care  delivery. 

Health  Care  Facilities. — One  of  the  most  common  criticisms  of  health 
care  delivery  in  the  United  States  is  aimed  at  the  seemingly  haphazard 
construction  of  new  hospital  facilities.  Federal  attempts  to  bring  some 
kind  of  logic  to  new  hospital  construction  are  evident  in  the  Public 
Health  Service  Act  and  the  Comprehensive  Health  Planning  Amend- 
ments of  1966.  These  programs  assign  broad  responsibilities  to  state 
and  areawide  agencies  for  the  specific  purpose  of  comprehensive  health 
planning  with  special  emphasis  on  the  physical  planning  of  hospitals. 

Somewhat  more  closely  related  to  the  interests  of  private  enterprise 
in  health  care  delivery  is  the  position  of  the  proprietary  hospital.  The 
proprietary  hospital  today  is  an  anomaly  because  it  is  a  profit  oriented 
entity  in  a  field  dominated  by  voluntary  and  nonprofit  institutions. 

It  should  be  well  understood  that  the  historical  image  of  proprietary 
hospitals  that  exists  today  is  generally  poor.  (As  a  matter  of  fact,  the 
establishment  of  new  proprietary  hospitals  is  illegal  in  New  York, 
while  Michigan,  New  Jersey,  Pennsylvania,  and  Illinois  are  reportedly 
introducing  similar  legislative  restrictions.) 

There  are  a  number  of  reasons  for  this.  First,  the  medical  staff  was 
often  looked  on  as  inferior  by  some  members  of  the  medical  and  hos- 
pital professions.  This  is  because,  historically,  many  proprietary  hos- 
pitals were  established  by  doctors  who,  for  one  reason  or  another, 
were  unable  to  become  associated  with  existing  hospitals.  The  infer- 
ence here  was  that  these  doctors  were  unable  to  measure  up  to  the 
exacting  standards  of  existing  institutions.  Second,  there  has  been  a 
known  tendency  on  the  part  of  some  proprietary  hospitals  to  mini- 
mize necessary  but  unprofitable  services,  such  as  obstetrics  and  pedi- 
atrics, and  to  refuse  to  accept  complex  medical  cases  that  require 
highly  specialized  equipment  and  unusual  operating  procedures. 

Finally,  proprietary  hospitals  tend  to  exercise  a  certain  degree  of 
control  over  their  patient  mix.  That  is,  they  attempt  to  minimize 
the  number  of  patients  insured  under  Medicare  or  Medicaid  or  other 
government  funded  programs,  and  tend  to  concentrate  primarily  on 
those  people  insured  by  private  commerical  carriers  or  those  who  are 
self-pay  patients.  The  reason  for  this  practice  relates  to  the  currently 
prevailing  philosophy  of  hospital  reimbursement  by  the  government 
funded  programs  described  above. 
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One  relatively  recent  study  of  proprietary  hospitals,  however,  has 
revealed  the  following: 

The  typical  proprietary  hospital  has  a  capital  investment  one-eighth 
as  large  as  that  of  the  typical  hospital  operated  by  state  or  local 
government. 

Proprietary  hospitals  have  14  percent  fewer  employees  per  patient 
than  voluntary  nonprofit  hospitals  and  7  percent  fewer  than  govern- 
ment hospitals. 

On  the  average,  proprietary  hospitals  have  a  year-end  surplus  of 
8.2  percent  of  revenue  while  the  voluntary  nonprofit  hospital  has  a 
3.4  percent  surplus. 

Payroll  is  61.5  percent  of  total  expense  in  the  voluntary  nonprofit 
hospital  and  65  percent  in  state  and  local  government  hospitals,  but 
only  50.9  percent  in  proprietary  hospitals. 

The  quality  of  care  as  measured  by  the  Joint  Commission  on  Ac- 
creditation of  Hospitals  is  slightly  better  in  proprietary  hospitals  of 
200  beds  or  more  than  it  is  in  voluntary  nonprofit  hospitals,  and  both 
these  groups  provide  considerably  better  care  than  is  given  in  state 
and  local  government  hospitals. 

Proprietary  hospitals  have  no  hesitation  in  investing  in  expensive 
patient  services,  such  as  operating  rooms,  when  the  volume  of  usage  is 
high. 

Proprietary  hospitals  tend  to  avoid  offering  patient  services  re- 
quiring large  investments  and  high  operating  costs,  such  as  a  premature 
nursery,  when  the  volume  of  usage  is  low. 

The  larger  the  proprietary  hospital,  the  more  reluctant  it  becomes 
to  tie  up  funds  in  brick  and  mortar. 

As  proprietary  hospitals  increase  in  size  they  increase  in  efficiency, 
since  they  do  not  add  to  the  scope  of  services  provided.  By  comparison, 
the  voluntary  nonprofit  hospital  typically  adds  to  the  comprehensive- 
ness of  its  service,  which  leads  to  an  increased  cost  per  patient  day. 

From  the  standpoint  of  the  bondholder,  the  proprietary  hospital  is 
a  3.5  times  better  financial  risk  than  the  voluntary  nonprofit  hospital.2 

The  Medical  Profession. — Medical  services  are  offered  by  the  solo 
practitioner  or,  as  is  becoming  more  commonly  the  case  today,  through 
group  practice,  whereby  doctors  provide  medical  services  from 
common  facilities.  In  1949,  about  3  percent  of  our  clinically  active 
physicians  were  engaged  in  group  practice  (defined  by  the  U.S.  Public 
Health  Service  to  include  arrangements  shared  among  three  or  more 
doctors),  and  by  1968  this  had  risen  to  11  percent. 

The  medical  resources  that  are  a  part  of  the  delivery  structure  can 
be  organized  as  either  an  open  or  closed  group  practice.  In  the  former, 
there  is  no  formal  association  or  agreement  tying  the  medical  staff 
together;  the  individual  M.  D.  may  choose  to  spend  all  or  part  of  his 
time  involved  in  the  activities  of  the  group's  hospital.  His  basic 
involvement  in  the  program  is  through  his  participation  on  the  medical 
staff  or  even  on  one  or  more  of  the  committees  responsible  for  setting 
and  reviewing  hospital  policy  and  operation.  In  addition,  the  reputa- 
tion of  the  institution  and  the  availability  of  prime  facilities  for  care 
of  his  patients  also  contribute  to  his  active  participation  and  concern 
for  the  success  of  the  program. 


2  Richard  L.  Johnson,  "How  to  Make  Competition  Fair:  Have  the  Same  Rules  for  All  Hospitals,"  Modern 
Hospital  (December,  1969),  pp.  106-06. 
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In  closed  group  practice,  there  is  often  a  more  formal  organization 
structure.  Groups  of  physicians  formally  combine  to  provide  service 
from  shared  or  common  facilities.  More  often  than  not,  membership 
in  the  organization  is  achieved  only  after  some  specified  period  of  ap- 
prenticeship and  acceptance  by  other  members  of  the  group.  After 
achieving  partner  status,  the  individual  M.D.  becomes  eligible  to  share 
in  the  profits  of  the  group  practice  or  health  care  program  so  that  his 
involvement  is  economic  as  well. 

The  ultimate  choice  as  to  which  group  practice  is  adopted  is,  of 
course,  a  function  of  the  values  and  preferences  of  the  doctors  con- 
cerned. Kegardless  of  the  particular  structure  chosen,  it  is  essential  to 
note  that,  in  some  way,  the  involvement  of  the  physician  in  the  costs 
of  delivering  health  care  must  be  obtained  if  economy  in  operation  is 
to  be  achieved. 

COMPREHENSIVE  HEALTH  CARE  PROGRAMS 

The  oldest  and  most  widely  known  comprehensive  health  care  de- 
livery system  is  that  of  the  Kaiser  Foundation  Medical  Care  Program. 
Much  has  been  written  about  the  history,  organization,  and  structure 
of  this  program.  For  the  purposes  of  this  discussion,  an  explanation  of 
the  basic  general  principles  of  the  Kaiser  program  are  more  to  the 
point.  These  principles  are: 
Prepayment; 

Group  practice  by  a  fully  independent,  full -time  physician 
group  that  is  paid  by  capitation  or  other  budgetary  method — 
not  on  a  fee-for-service  basis; 

Medical  center  or  hospital-based  medical  practice;  neighbor- 
hoods not  close  to  central  facilities  are  served  by  satellite  clinics; 

Voluntary  participation;  all  subscribers  must  have  a  choice  of 
another  health  plan; 

Comprehensive  medical  care.3 
Note  that  the  Kaiser  program  embodies,  within  a  single  structure, 
the  three  basic  elements  of  a  health  care  delivery  system:  a  payment 
mechanism,  health  care  facilities,  and  the  medical  profession.  With 
the  three  elements  unified  in  a  single  structure,  the  Kaiser  Foundation 
Medical  Care  Program  has  also  been  able  to  achieve  one  additional 
element  that  is  noticeably  lacking  in  the  nonsystem  for  health  care 
that  currently  exists  in  the  United  States.  This  essential  ingredient  is 
control,  control  over  what  medical  care  is  provided  and  when  it  is 
provided.  The  ability  to  achieve  this  measure  of  control  over  the 
program  is  no  doubt  due  to  a  number  of  factors  including  the  historical 
evolution,  the  unusual  interplay  between  personalities,  and  sound 
management  in  the  Kaiser  organization.  Whatever  the  cause,  the 
foundation  program  is  a  disciplined  program  resulting  in  a  health 
care  delivery  system  that  enables  Kaiser,  first,  to  provide  health  care 
at  a  level  of  quality  which  is  equivalent,  if  not  superior,  to  that  avail- 
able in  most  communities,  and,  second,  to  achieve  real  economies 
through  a  delicate  interplay  of  managerial  and  professional  interests.4 

3 "Giant  Group  Practice  Heads  East,"  Medical  World  News  (Nov.  1,  1968).  See  also  "Social  Organization 
of  Medicare,"  Harvard  Public  Health  Alumni  Bulletin  (August,  1965),  and  "The  Prepayment  Group, " 
Group  Practice,  XVII  (April,  1968). 

4  Based  on  excerpts  from  the  Report  of  the  National  Advisory  Commission  on  Health  Manpower,  II  (Novem- 
ber, 1967),  Appendix  IV,  p.  222. 
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In  addition  to  the  Kaiser  program,  other  experiments  are  underway 
in  which  the  same  basic  formula  seems  to  be  in  use.  One  experiment 
being  followed  with  some  interest  is  that  of  the  Harvard  Community 
Health  Plan  (HCHP)  in  Boston.  This  is  a  prepaid  comprehensive 
health  care  program  sponsored  by  Harvard  University  Medical 
School.  The  estimated  30,000  subscribers  to  HCHP  will  receive  care 
from  medical  teams  at  Harvard  affiliated  teaching  hospitals  such  as 
Peter  Bent  Brigham.  " Although  HCHP  membership  charges  will  be 
higher  than  premiums  for  conventional  health  insurance  programs — 
presently  about  $50.00  per  month  per  family — the  plan's  organizers 
expect  total  medical  expenses  to  be  lower  for  member  families  than  for 
participation  in  other  health  care  programs."  5 

Another  effort  worthy  of  note  is  that  of  Johns  Hopkins  University 
in  Baltimore.  The  Hopkins  program,  in  association  with  the  Connect- 
icut General  Life  Insurance  Company  of  Hartford,  offers  a  prepaid 
comprehensive  health  plan  for  the  residents  of  Columbia,  Md.  "The 
Hopkins  program  will  involve  the  construction  of  a  180  bed  hospital 
and  related  clinics  in  Columbia  to  be  operated  by  salaried  adminis- 
trative and  medical  personnel  from  the  Johns  Hopkins  medical 
institutions.  Care  for  plan  participants  will  also  be  available  at  the 
Johns  Hopkins  Hospital  in  Baltimore."  6 

In  all  three  of  the  cases  described — and  there  are  others  in  addition 
to  those  at  Kaiser,  Harvard,  and  Hopkins — we  see  a  pattern  of  health 
care  philosophy  being  developed  and  put  into  practice.  That  philos- 
ophy involves  the  utilization  and  integration  of  group  medical  practice, 
prepayment  financing,  and  health  care  facilities  into  a  system  for 
delivering  comprehensive  health  care  to  plan  participants. 

The  importance  attached  to  this  kind  of  philosophy  was  summarized 
by  J.  Brindle,  president,  Health  Insurance  Plan  of  New  York,  when 
he  commented  on  the  relatively  slow  growth  rate  of  the  Health 
Insurance  Program  (HIP)  of  New  York  City: 

Those  who  were  involved  in  the  initial  development  of  the  New  York  program  now 
agree  that  among  its  moss  terious  defects  is  the  fact  that  it  does  not  have  integrated 
hospital  and  medical  operations  and  that  it  suffers  from  geographic  and  structural 
disabilities.  We  have  been  trying  for  the  last  ten  years  to  integrate  the  operation 
of  the  medical  groups  into  hospitals,  either  existing  or  propsective  and,  so  HIP 
far,  have  had  only  limited  success.  I  am  convinced  that  if  the  organization  of 
can  be  thus  changed,  it  will  grow  much  more  rapidly.7 

Under  the  concept  of  group  practice  prepayment,  payment  is 
made  directly  to  the  providers  of  service  or  to  the  organization  of 
which  they  are  an  integral  part.  This  provides  management  with  a 
relatively  stable,  predictable  income  against  which  to  budget  both 
hospital  and  professional  expenses.  It  allows  the  enterprise  to  become 
financially  self-sufficient,  to  generate  revenue  to  cover  operations 
costs,  to  replace  facilities  and  equipment,  and  to  engage  in  such 
ancillary  activities  as  research  and  training.  (Such  is  not  the  case 
under  the  current  reimbursement  formulas  used  by  Blue  Cross, 
Medicare,  and  Medicaid,  as  we  have  seen.) 


5  "Harvard  Offers  Prepaid  Comprehensive  Health  Care  Plan,"  Hospitals,  XLIII  (March  1,  1969),  pp. 
112-13. 

•  "Johns  Hopkins  Univ.  Will  Sponsor  Prepaid  Comprehensive  Health  Care  Plan,"  Hospitals,  XLTI 
(March  1,  1969),  p.  31. 

7  "Prospects  for  Prepaid  Group  Practice,"  American  Journal  of  Public  Health  (January,  1969),  pp.  37-45. 
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Probably  the  most  important  requirement  in  the  comprehensive 
programs  is  a  well-qualified,  highly  motivated  group  of  physicians. 
The  success  of  any  health  care  enterprise  depends  upon  the  qualifica- 
tions and  reputation  of  the  medical  staff  and  its  ability  to  maintain 
high  professional  standards  in  the  delivery  of  health  care,  attract  new 
medical  talent,  attain  their  own  professional  satisfactions,  and  sub- 
ordinate individual  financial  gain  to  the  prosperity  of  the  group. 

ROLES  FOR  PRIVATE  ENTERPRISE 

This,  then,  is  the  environment  within  which  private  enterprise 
should  consider  playing  its  part.  The  next  question  to  consider  involves 
an  identification  of  the  various  roles  private  enterprise  might  play 
in  the  delivery  of  health  care.  There  are  a  number  of  alternatives, 
depending  upon  the  degree  to  which  an  organization  feels  it  should 
be  involved  in  this  problem  of  pressing  public  concern. 

The  first  role  to  come  to  mind  is  that  which  has  traditionally  existed 
between  private  industry  and  health  care  institutions.  That  is  the 
familiar  buyer-seller  relationship,  whereby  private  enterprise  supplies 
goods  and  services  to  the  customer,  the  hospital.  Even  this  minimum 
involvement  alternative  offers  a  great  potential  for  improvement. 
The  markets  for  new  products  and  services,  enlarged  daily  by  the 
application  of  new  technology  to  medical  care  and  the  need  for 
enhancing  the  effectiveness  of  health  manpower  of  all  kinds,  is  creating 
new  and  challenging  markets  for  capable  suppliers.  The  changing 
environment  of  health  care  will  require  commensurate  changes  from 
the  supplying  sector  to  match  the  changes  in  terms  of  potential 
customers  and  customer  needs,  expectations,  products,  and  services. 

A  second  potential  role  for  private  enterprise,  involving  somewhat 
greater  involvement,  is  that  of  captial  management.  One  of  the  most 
crucial  needs  in  the  health  care  system  today  is  for  large  infusions  of 
capital  funds  and  the  management  expertise  that  can  wrest  the  maxi- 
mum value  from  the  use  of  those  funds. 

President  Nixon,  in  his  recent  health  message,  indicated  that  the 
health  care  problems  in  this  country  will  be  resolved  only  by  a  con- 
solidated effort  put  forth  by  both  the  government  and  private  sector. 
Toward  this  end,  the  Administration  has  proposed  replacing  the 
traditional  Hill-Burton  grants  for  new  construction  with  a  *  'system 
of  mortgage  guarantees."  In  the  words  of  HEW  Under  Secretary 
John  Veneman,  ".  .  .  a  guaranteed  loan  program  .  .  .  would  stimu- 
late the  private  capital  it  will  take  to  bring  about  the  modernization 
of  acute  care  facilities."  Although  Congress  has  since  rejected  this 
Administration  proposal,  it  appears  as  though  other  attempts  will 
be  made  to  attract  the  private  sector's  involvement. 

The  next  possible  role  for  private  enterprise  is  that  of  health  care 
facility  acquisition  and  operation.  This  is  obviously  a  role  which 
many  private  firms  have  already  accepted.  At  least  fifty  corporations 
are  expanding  aggressively  into  the  direct  provision  of  health  service, 
and  some  of  the  nation's  largest  diversified  companies  are  reported 
to  be  studying  the  advisability  of  moving  from  supplying  products 
and  services  into  the  actual  provision  of  health  care.  Judging  by  the 
reception  accorded  these  companies  on  Wall  Street,  it  is  clear  that 
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these  firms  have  been  eminently  successful.  Price/earnings  multiples 
in  the  hundreds  are  not  unusual  and  personal  fortunes  are  being 
made  every  day.8 

All  this  heightened  activity  has  obviously  been  brought  about  by  a 
number  of  factors :  the  enhanced  visibility  of  medical  care  because  of 
Medicare  and  other  enactments  of  The  Great  Society;  heightened 
public  sensitivity  to  the  spiraling  increase  of  hospital  costs;  and  the 
persistent  idea  that  standard  business  concepts  of  "systems  know- 
how"  can  remedy  the  situation  in  a  hurry. 

Among  responsible  officials  in  the  health  care  industry,  however, 
there  is  a  very  real  concern  relative  to  this  boom  in  the  provision  of 
health  care  services  by  private  firms.  This  concern,  often  openly  ex- 
pressed, is  the  belief  that  the  real  motivation  behind  many  of  the  firms 
entering  this  field  is  short-term  financial  gain  rather  than  long-term 
involvement  in  and  concern  with  the  problems  of  health  care  delivery. 
This  is  due  to  a  unique  feature  of  the  Medicare  law. 

The  Medicare  formula  provides  a  2  percent  premium  over  reasonable  costs  .  .  . 
with,  as  yet,  no  prescribed  limit  such  as  the  per  diem  maximum  required  under 
Medicaid;  hence,  in  theory,  a  new  nursing  home,  fully  staffed  but  with  a  single 
patient  can  charge  everything  off  to  Medicare,  even  if  the  resulting  "patient  rate" 
is  astronomical.9 

Even  now,  however,  operators  of  extended  care  facilities  are  begin- 
ning to  have  some  sobering  reflections  because  of  the  requirement  that 
all  funds  provided  by  these  government  programs  are  subject  to  audit. 
Very  few  audited  reports  have  been  submitted  to  date  and,  conse- 
quently, many  facilities  are  still  unsure  as  to  what  payment  they 
will  receive  after  audit  " adjustments"  or  when  such  payments  will  be 
made. 

The  third  role  envisioned  for  private  enterprise  takes  a  more  com- 
prehensive view  of  the  delivery  system.  The  first  part  of  this  article 
described,  in  some  detail,  the  emerging  concept  of  a  total  delivery 
system  that  is  composed  of  three  elements:  the  payment  mechanism, 
the  health  care  facility,  and  the  medical  profession.  Participation  in 
this  new  concept  requires  considerable  commitment  to  a  long-term 
involvement  in  this  area  and  is  not  to  be  entered  into  hastily.  This 
expanded  role  can  be  organized  in  one  of  two  ways  In  the  first,  those 
firms  interested  in  the  problem  could  begin  to  develop  a  total  health 
care  delivery  system  over  a  period  of  time  utilizing  the  resources  of 
the  firm;  the  Kaiser  plan  is  close  to  this  approach. 

A  more  feasible  approach  to  the  development  of  a  total  health  care 
program,  and  one  more  in  line  with  the  resources  and  skills  of  a  private 
concern,  builds  upon  the  organizing  and  managing  skills  of  the  private 
firm.  Here,  the  individual  company  would  take  the  role  of  catalyst  in 
attempting  to  bring  together  the  essential  elements  of  a  delivery  sys- 
tem. One  such  approach  might  involve  the  combination  of  a  group 
medical  practice  with  insurance  interests  with  the  organizer  of  the 
program  providing  the  facility  or  the  financing  for  a  facility  commen- 
surate with  the  needs  of  the  community  concerned.  A  variation  of  this 
plan  might  involve  the  establishment  of  a  prepaid  insurance  mecha- 
nism for  an  already  established  group  practice  with  hospital  facilities. 


8  Fcur-part  series  on  public  ownershipin  nursing  homes:  Barron's  National  Business  and  Financial  Weekly, 
Feb.  10,  Feb.  24,  March  3,  and  March  17, 1969. 

9  Barron's  four  part  series. 
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Although  there  are  many  other  variations  on  this  catalytic  approach 
the  firm  involved  must  be  ever  sensitive  to  the  needs  of  the  community 
it  seeks  to  serve,  to  the  medical  group  it  seeks  to  involve,  and  to  the 
ever-changing  nature  of  the  environment  in  which  it  operates.  Under 
such  a  plan  of  operation,  the  private  firm  that  does  involve  itself  in  this 
important  area  will  soon  gain  a  new  perspective  on  the  problem  of 
health  care.  For  example,  the  single  most  widely  used  indicator  of  the 
rising  costs  of  health  care  is  the  per  diem  rate  for  hospital  room  and 
board  charges.  The  oft-quoted  statistic  is  that  this  rate,  which  is 
currently  running  about  $75  per  day  depending  upon  the  source  and 
definition  quoted,  will  exceed  $100  per  day  by  1975. 

In  the  perspective  of  a  total  delivery  system  concept,  this  figure 
proves  to  be  relatively  meaningless.  Developments  in  medical  technol- 
ogy and  advances  in  patient  care  have  tended  and  will  continue  to 
increase  the  capital  intensive  proportion  of  hospital  costs.  This  means 
that  total  cost  will  increase  as  the  quantity,  intensity,  and  quality  of 
patient  care  improves.  And  this  should  not  be  unexpected  if  advances 
in  medical  research  are  to  be  translated  into  acceptable  medical  prac- 
tice. Consequently,  we  may  see  that  $100  per  day  rate  much  sooner 
than  1975. 

The  point  here  is  that,  with  a  total  conceptual  approach  to  the 
problem  of  health  care,  one  begins  to  focus  on  more  meaningful  indi- 
cators such  as  cost  per  illness.  Now  the  problem  of  effective  utilization 
of  resources  comes  into  play.  The  modern  hospital  is  too  expensive  a 
facility  in  which  to  confine  a  patient  for  the  entire  duration  of  his 
illness.  The  hospital  should  be  used  for  only  that  portion  of  the  illness 
requiring  highly  specialized  personnel  and  complex  medical  equipment. 
Preliminary  testing  and  diagnoses  should  be  handled  in  separate,  less 
expensive  facilities  with  ready  access  to  trained  personnel.  Also,  ex- 
tending the  same  idea,  patients  beyond  the  acute  care  stage  could  be 
moved  to  something  resembling  a  rehabilitation  clinic  with  provision 
for  all  the  modern  facilities  for  restoration  to  normal  living. 

Here  we  have  the  concept  of  progressive  health  care  where  facilities 
and  medical  skills  are  provided  commensurate  with  the  requirements 
of  the  patient's  condition.  (Some  officials  state  that,  at  any  given  time, 
as  much  as  35  percent  of  a  hospital's  bed  capacity  is  being  utilized 
by  people  who  could  be  adequately  cared  for  in  a  lower  cost  facility.) 
With  a  total  view  of  the  situation  such  as  that  afforded  by  total  de- 
livery system,  the  problems  highlighted  in  the  public  press  fall  far 
short  of  the  heart  of  the  matter. 

INVOLVEMENT  PLUS  AND  MINUS 

In  summing  up  the  discussion  so  far,  some  words  on  both  the 
potential  problems  and  rewards  associated  with  entry  into  this  industry 
are  appropriate.  The  first  potential  problem  to  be  considered  is  that  of 
profitability.  In  the  near  term,  profits  can  be  made  in  this  industry 
through  the  operation  of  proprietary  acute-care  hospitals  (selectively 
located),  extended  care  facilities,  and  diagnostic  laboratories.  There  is 
a  real  question  as  to  how  long  circumstances  will  permit  profit  oppor- 
tunities in  these  areas  as  the  federal  government  and  other  third 
parties  attempt  to  control  costs  for  health  services  they  purchase.  [On 
July  1,  1969,  Medicare  discontinued  the  2  percent  cost  plus  factor. 
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which  was  to  take  account  of  costs  not  precisely  measurable  or  specif- 
ically recognized  in  the  reimbursement  formulas.) 

Another  potential  disadvantage  relates  to  the  new  kinds  of  problems 
that  are  involved  in  health  care  service.  Private  firms  must  be  able  to 
cope  with  possible  malpractice  suits  and  the  ever  present  possibility  of 
death  resulting  from  human  error.  These  kinds  of  incidents  are  real 
problems  in  themselves,  but  the  wider  implications  for  other  aspects 
of  the  firm's  operations  must  also  be  considered. 

On  the  plus  side,  however,  there  are  advantages  to  be  gained  through 
participation  in  this  dynamic  area.  First,  basic  changes  must  and  will 
be  forthcoming  to  provide  sufficient  attraction  for  private  enterprise 
to  become  involved  in  providing  health  care  services.  These  changes 
will  include  a  reorientation  away  from  cost  reimbursement  to  the 
establishment  of  reasonable  rates  for  services.  These  reasonable  rates 
for  services  rendered  will  provide  the  needed  incentives  for  sound 
management  and  effective  utilization  of  resources,  including  a  reason- 
able return  on  investment.  In  the  view  of  some,  we  may  be  moving,  in 
this  country,  towards  a  position  in  the  health  field  similar  to  that 
found  in  the  utilities,  airlines,  and  other  industries,  that  is,  a  regulated 
industry  where  rates  charged  for  services  provided  are  regulated,  but 
where  a  suitable  return  on  investment  is  permitted. 

Another  major  advantage  that  can  accrue  to  private  firms  involved 
in  health  care  is  inherent  in  the  very  nature  of  the  problem  that  exists 
and  the  challenges  it  presents.  There  appears  to  be  an  almost  desperate 
search  for  a  remedy  to  the  problems  in  health  care  that  now  exist. 
This  remedy  must  now  only  provide  improvements  in  health  care 
delivery  to  those  segments  of  the  population  currently  receiving  health 
care,  but  must  also  provide  for  an  extension  of  the  system  to  the 
ghetto  and  rural  areas  where  health  care  of  any  kind  is  relatively 
foreign  to  the  way  of  life  of  the  residents  of  these  areas. 

In  this  regard,  important  note  must  be  made  of  the  many  efforts 
now  underway  to  introduce  national  health  insurance  as  one  answer 
to  the  problems  of  accessibility  of  quality  health  care  at  reasonable 
cost  to  all  Americans.  Notable  among  these  many  efforts  is  that  of 
Walter  Reuther  and  the  Committee  of  100  for  National  Health 
Insurance.  These  people  are  working  on  a  well-planned,  carefully 
timed  program,  not  only  for  financing  the  payment  of  charges  for 
health  care  services,  but  reorganizing  the  way  that  health  care  is 
delivered. 

The  problems  in  health  care  cry  out  for  some  new  thinking.  And  the 
timing  is  propitious  for  those  who  would  rise  to  the  challenge  and 
begin  to  apply  their  talents  to  these  problems.  The  contribution  is 
there  to  be  made,  and  private  enterprise,  taking  one  or  more  of  the 
roles  outlined,  can  supply  the  expertise  and  resources  necessary  for 
improved  change. 


17.  PRIVATE  HEALTH  INSURANCE  IN  1970:  POPULA- 
TION COVERAGE,  ENROLLMENT,  AND  FINANCIAL 
EXPERIENCE* 

The  private  health  insurance  industry  in  the  United  States  is  made 
up  of  three  broad  categories:  Blue  Cross  and  Blue  Shield  associations, 
commercial  insurance  companies,  and  independent  plans.  In  1970 
these  private  health  insurance  organizations  provided  some  protection 
to  approximately  four-fifths  of  the  civilian  population — against  the 
costs  of  hospital  care  and  surgical  care.  For  72  percent  of  the  civilian 
population,  private  health  insurance  met  at  least  part  of  the  cost  of 
physicians'  in-hospital  visits. 

Out-of -hospital  services  were  provided  through  private  health 
insurance  to  smaller  numbers:  142  milhon  or  70  percent  of  the  civilian 
population  were  covered  for  X-ray  and  laboratory  services,  45  percent 
for  physicians'  office  and  home  visits,  50  percent  for  prescription  drugs, 
and  6  percent  for  dental  care.  Private  health  insurance  helped  meet 
the  cost  of  private-duty  nursing  care  for  49  percent  of  the  population, 
53  percent  were  covered  at  least  in  part  for  visiting-nurse  service,  and 
16  percent  had  coverage  for  nursing-home  care.  Insurance  coverage  for 
physicians'  office  and  home  visits,  dental  care,  and  drugs  is  frequently 
subject  to  deductible  and  coinsurance  payments;  consequently,  the 
full  cost  of  these  health  care  services  is  almost  never  met  through 
insurance. 

Most  persons  aged  65  and  over  have  health  insurance  coverage 
through  the  Federal  Government's  program  of  health  insurance  for 
the  aged — Medicare.  Complementary  coverage  for  health  expense 
not  covered  in  full  or  at  all  by  Medicare  was  held  by  almost  10.5 
million  or  51  percent  of  all  aged  persons  for  hospital  care  and  by  10 
million  or  49  percent  for  surgical  services. 

This  article  is  mainly  concerned  with  the  number  and  percentage 
of  the  population  under  age  65  who  have  prepayment  or  insurance 
coverage  of  health  costs  through  private  health  insurance  organiza- 
tions—Blue Cross-Blue  Shield  plans,  insurance  companies,  community 
and  employer-employee-union  plans  (group  and  individual  practice), 
private  group  medical  and  dental  clinics,  and  dental  service  corpora- 
tions. 

Office  of  Research  and  Statistics  (ORS)  estimates  of  the  net  num- 
ber and  the  proportion  of  the  population  having  health  insurance 
coverage  for  hospital  care,  surgical  services,  and  other  health  care 
services  are  somewhat  lower  than  estimates  of  the  Health  Insurance 
Association  of  America  (HIAA),  an  association  of  insurance  com- 
panies. Both  estimates,  however,  show  a  continued  growth  during 
1970  in  the  number  and  percentage  of  the  population  covered. 

Consumer  expenditures  for  private  health  insurance  in  1970  totaled 
$17.2  billion  in  premiums  and  subscription  charges,  17  percent  more 


*  Mueller,  Marjorie  Smith.  In  Social  Security  bulletin,  v.  35,  Feb.  1972:  3-19. 
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than  in  1969.  Benefit  expenditures  by  private  health  insurance  organi- 
zations reached  $15.7  billion,  20  percent  higher  than  in  1969.  The  or- 
ganizations paid  out  92  percent  of  premium  income  in  benefits,  14 
percent  went  for  operating  expense,  and  there  was  a  net  underwriting 
loss  of  6  percent  of  premiums. 

Population  Coverage 

Office  of  Research  and  Statistics  estimates  of  the  net  number  (of 
different  persons)  and  the  percentage  of  the  population  with  some 
health  insurance  coverage  of  the  various  main  types  of  health  care  are 
summarized  in  table  1.  The  estimates  of  net  enrollment  for  hospital 
and  surgical  coverage  are  based  on  projections  of  figures  obtained  from 
household  interview  surveys  conducted  by  the  National  Center  for 
Health  Statistics  in  1967  and  1968.  The  Center  did  not  make  house- 
hold interview  surveys  in  1969,  and  figures  are  not  yet  available  from 
surveys  made  in  1970.  Office  of  Research  and  Statistics  projections 
for  1970  are  derived  from  percentage  changes  from  1969  to  1970  shown 
in  HIAA  estimates  of  net  coverage  reported. 

TABLE  1.— ESTIMATES  OF  NET  NUMBER  OF  DIFFERENT  PERSONS  UNDER  PRIVATE  HEALTH  INSURANCE  PLANS 
AND  PERCENT  OF  POPULATION  COVERED,  BY  AGE  AND  SPECIFIED  TYPE  OF  CARE,  AS  OF  DEC.  31,  1970 


All  ages  Under  age  65  Aged  65  and  over 


Percent 

Percent 

Percent 

Number  (in 

of  civilian 

Number  (in 

of  civilian 

Number  (in 

of  civilian 

Type  of  services 

thousands) 

population 

thousands) 

population 

thousands) 

population 

Hospital  care  

162, 989 

80.3 

152, 567 

83.5 

10,422 

51.3 

Physicians'  services: 

Surgical  services.  .  

157,670 

77.7 

147,618 

80.8 

10, 052 

49.4 

In-hospital  visits  

145,  589 

71.7 

137,  229 

75.1 

8,  360 

41.1 

X-ray  and  laboratory  examinations- 

142, 441 

70.2 

134, 839 

73.8 

7,602 

37.4 

Office  and  home  visits.  

91,581 

45.1 

87, 625 

48.0 

3,  956 

19.5 

Dental  care    

12,  210 

6.0 

12,  079 

6.6 

131 

.6 

Prescribed  drugs  (out-of  hospital)  

100, 966 

49.7 

97, 736 

53.5 

3,  230 

15.9 

Private-duty  nursing   

100,  235 

49.4 

97, 017 

53.1 

3,218 

15.8 

Visiting-nurse  service.  

106, 882 

52.6 

103, 064 

56.4 

3, 818 

18.8 

Nursing-home  care   

32,  392 

16.0 

27,  371 

15.0 

5,021 

24.7 

HIAA  estimates: 

Hospital  care...  

181,624 

89.4 

170,  214 

93.2 

11,410 

56.1 

Surgical  services  

167, 850 

82.7 

158, 406 

86.7 

9,444 

46.4 

The  estimates  for  other  health  care  services  are  based  on  the  gross 
total  of  enrollments  reported  by  health  insurance  organizations,  with 
estimated  deductions  for  multiple  or  duplicatory  coverages.  These 
deductions  are  believed  to  be  reasonable  in  the  light  of  the  extent  of 
multiple  coverages  for  hospital  care  and  surgical  services. 

It  should  be  noted  that — although  sizable  proportions  of  the  popu- 
lation are  covered  for  physicians'  office  and  home  visits,  prescribed 
drugs,  private-duty  nursing,  and  nursing-home  care — actual  protec- 
tion for  these  services,  as  measured  by  the  proportion  of  consumer 
expenditures  for  health  services  met  by  private  insurance,  varies 
widely  from  substantial  to  very  little.  In  fact,  during  1970,  private 
health  insurance  met  only  5.5  percent  of  consumer  expenditures  for 
all  health  services  other  than  those  for  hospital  care  and  physicians' 
services.  The  bulk  of  such  coverage  is  under  supplementary  major 
medical  and  comprehensive  insurance  policies.  Sizable  gains  were 
noted,  however,  in  the  scope  of  coverage  under  Blue  Cross-Blue 
Shield  plans,  particularly  in  their  provisions  for  X-ray  and  laboratory 
services  and  prescribed  drugs. 
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Enrollment 

Tables  2-4  show  the  number  of  persons  enrolled  by  different  types 
of  health  insurance  organizations  for  each  of  1 1  services,  together  with 
estimates  of  the  net  number  of  different  persons  with  some  coverage 
for  each  of  these  services.  The  gross  enrollment  total  for  persons  of 
all  ages  for  hospital  care,  reported  by  or  estimated  for  all  organiza- 
tions, was  209.8  million  (table  2).  According  to  projections  of  the  1968 
household-interview  survey,  163  million  different  persons  were  cov- 
ered for  hospital  care  in  1970.  The  gross  enrollment  equaled  129  per- 
cent of  the  net  number  of  different  persons  covered — an  indication 
that  47  million,  or  approximately  22  percent  of  the  gross  enrollment 
of  209.8  million,  represented  multiple  or  duplicatory  coverage. 

Multiple  coverage  occurs  chiefly  in  these  ways:  (a)  when  husband 
and  wife  are  both  employed  and  both  cover  self,  spouse,  and  depend- 
ents under  the  insurance  plan  at  the  work  place;  (b)  when  a  person 
with  group  coverage  under  a  health  insurance  plan  purchases  an 
individual  insurance  policy  to  supplement  his  group  coverage ;  and  (c) 
when  a  person  not  eligible  for  group  coverage  holds  two  or  more 
insurance  company  individual  policies  (sometimes  a  second  policy 
taken  to  supplement  one  that  provides  only  meager  benefits).  A 
significant  share  of  the  individual  policies  of  insurance  companies 
supplement  other  coverage,  it  is  believed. 

Blue  Cross  plans  had  66.8  million  persons  under  age  65  enrolled  for 
hospital  care  at  the  end  of  1970  (table  3).  Blue  Shield  plans  not  coop- 
erating or  affiliated  with  Blue  Cross  plans  reported  an  enrollment  of 
2.3  million  for  that  type  of  care.  Insurance  companies  accounted  for 
80.7  million  persons  covered  for  hospital  care  under  group  policies 
and  for  39.6  million  policy  owners  and  dependents  under  individual 
policies.  (The  number  of  policy-holder  enrollments  is  greater  than  the 
net  number  of  different  persons  with  coverage  because  of  multiple 
coverage.)  Independent  plans — private  health  insurance  organizations 
other  than  Blue  Cross-Blue  Shield  plans  or  insurance  companies — ■ 
covered  an  estimated  7.6  million  persons  for  hospital  care. 
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SOURCES  OF  THE  DATA 

Blue  Cross  and  Blue  Shield  data  are  supplied  by  the  Blue  Cross 
Association  and  the  National  Association  of  Blue  Shield  Plans  from 
data  reported  by  the  individual  plans.  The  data  for  insurance  com- 
panies were  compiled  by  the  Health  Insurance  Association  of  America 
from  its  annual  survey  of  the  number  of  persons  covered  by  insurance 
companies  under  group  and  individual  policies.  The  data  for  inde- 
pendent health  insurance  plans  are  Office  of  Research  and  Statistics 
estimates  based  on  its  annual  survey  of  these  plans.  A  full  survey  of 
all  known  plans  of  this  type  was  made  in  1969  to  obtain  1968  data.1 
Estimates  for  the  year  1970  2  have  been  made  on  the  basis  of  changes 
from  1969  to  1970  in  a  small  number  of  the  larger  plans. 

The  net  number  of  persons  under  age  65  with  hospital  coverage  at 
the  end  of  1970  is  estimated  as  153  million  or  83.5  percent  of  the  civil- 
ian population.  Surgical  coverage  was  estimated  at  148  million,  or  81 
percent.  These  estimates  are  ORS  projections  of  the  1968  household- 
interview  survey  figures.3  The  estimates  for  1969  were  obtained  by 
increasing  1968  household-interview  figures  for  hospital  and  for 
surgical  coverage  by  the  percentage  changes  reported  by  HIAA  in  its 
estimates  of  net  coverage— 3  percent  and  4  percent,  respectively. 
The  1970  projections  are  based  on  increases  of  3.5  percent  in  enroll- 
ment of  persons  under  age  65  shown  by  HIAA  for  hospital  services 
and  3  percent  for  surgical  services  over  1969  estimates.  Estimates  for 
the  net  number  of  persons  over  age  65  were  arrived  at  in  a  similar 
manner;  the  HIAA  increase  in  1969  was  7  percent  for  hospital  services 
and  4  percent  for  surgical  benefits;  for  1970  the  percentages  were  5 
percent  and  7  percent,  respectively. 

1  See  Louis  S.  Reed,  Health  Insurance  Plans  Other  Than  Blue  Cross  or  Blue  Shield  Plans  or  Insurance 
Companies,  1969  Survey  (Research  Report  No.  35),  Social  Security  Administration,  Office  of  Research  and 
Statistics,  1970. 

2  See  Marjorie  Smith  Mueller,  Independent  Health  Insurance  Plans  in  1970  (a  forthcoming  Research  and 
Statistics  Note),  Office  of  Research  and  Statistics,  1972. 

3  "Hospital  and  Surgical  Insurance  Coverage  Among  Persons  Under  65  Years  of  Age  in  the  United  States, 
1968,"  Monthly  Vital  Statistics  Report,  National  Center  for  Health  Statistics,  Public  Health  Service,  February 
2,  1970. 
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Estimates  of  the  net  number  of  persons  with,  coverage  of  other 
services  have  been  made  by  assuming  the  ratios  of  gross  enrollment 
to  the  number  covered.  For  those  under  age  65,  these  ratios  were  110 
percent  for  in-hospital  visits  of  physicians;  107  percent  for  X-ray 
and  laboratory  examinations;  105  percent  for  physicians'  office  and 
home  visits,  drugs,  private-duty  nursing,  and  visiting-nurse  service; 
and  102  percent  for  nursing-home  care.  (It  is  assumed  that  there  is 
as  yet  no  duplicatory  coverage  of  dental  care.)  The  ratios  are  believed 
to  be  reasonable  since  the  extent  of  multiple  coverage  is  presumably 
much  greater  for  hospital  care  and  surgical  services  than  it  is  for  other 
items  of  health  care. 

For  persons  aged  65  and  over  who  are  covered  for  services  other 
than  hospital  care  and  surgery,  the  estimates  of  the  net  numbers  are 
derived  in  a  similar  manner  but  with  the  assumption  of  a  lower  rate 
of  multiple  coverage:  107  percent  for  physicians'  in-hospital  visits 
and  101  percent  for  X-ray  and  laboratory  services,  physicians'  office 
and  home  visits,  private-duty  nursing,  visiting-nurse  service,  nursing- 
home  care,  and  drugs.  For  persons  of  all  ages,  the  estimates  are 
obtained  by  combining  the  estimates  for  persons  under  age  65  and 
for  persons  aged  65  and  over. 

Insurance  company  estimates  are  reported  as  in  past  years.  The 
HIAA  provides  estimates  of  net  coverage  of  persons  under  age  65  and 
persons  aged  65  and  over  for  hospital,  surgical,  and  nonsurgical  medical 
expense  coverage— basic  coverage  of  physicians'  visits  in  the  hospital, 
physicians'  visits  in  the  office,  home,  and  hospital,  and  out-of-hospital 
X-ray  and/or  laboratory  examinations.  The  nonsurgical  medical 
expense  estimate  is  used  for  in-hospital  medical  visits. 

The  percentage  distribution  of  gross  total  enrollment  amoug  the 
carriers  in  1970  is  shown  in  table  5.  For  persons  of  all  ages,  Blue  Cross- 
Blue  Shield  plans  have  36  percent  of  total  enrollment  for  hospital 
care  and  insurance  companies  have  60  percent.  For  independent 
plans,  the  share  of  gross  enrollment  is  4  percent.  Enrollment  under 
group  insurance  policies  was  almost  twice  as  large  as  that  under 
individual  policies. 
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The  relationship  runs  about  the  same  for  surgical  services,  with 
group  insurance  policies  almost  three  times  individual  policies.  For 
X-ray  and  laboratory  examinations,  insurance  companies  had  60  per- 
cent of  the  enrollment,  with  group  policies  almost  11  times  as  frequent 
as  individual  policies.  Blue  Cross-Blue  Shield  plans  held  33  percent  of 
the  enrollment,  and  independent  plans  had  7  percent.  Insurance  com- 
panies held  53  percent  of  enrollment  for  in-hospital  visits. 

Insurance  companies  had  more  than  two-thirds  of  the  enrollment  for 
all  other  services  except  for  nursing-home  care  and  dental  care.  Blue 
Cross-Blue  Shield  plans  accounted  for  70  percent  of  the  enrollment  for 
nursing-home  care,  and  independent  plans  held  more  than  two-fifths 
of  the  enrollment  for  dental  care  but  less  than  10  percent  for  all  other 
services. 

The  distribution  pattern  was  somewhat  the  same  for  persons  under 
age  65  as  for  those  of  all  ages.  Among  those  aged  65  and  over,  however, 
there  was  a  distinct  shift:  Blue  Cross-Blue  Shield  plans  accounted  for  a 
much  larger  share  of  enrollment  for  all  types  of  services,  except  dental 
care. 

HISTORICAL  DATA 

The  data  in  tables  6  and  7  give  the  gross  enrollment  of  health 
insurance  organizations  and  estimates  of  the  net  number  of  persons 
and  percentage  of  population  with  some  coverage  of  hospital  care  and 
surgical  services  during  1940-70.  The  gross  enrollments  are  the  total 
of  enrollments  for  all  carriers,  with  no  deduction  for  duplication  among 
insurance  companies.  The  data  on  the  net  numbers  of  persons  covered 
are  those  reported  by  various  household  surveys  from  time  to  time 
during  the  period.  The  1969  and  1970  data  are  projections  of  the  1968 
household-interview  figures,  as  noted  earlier. 

Blue  Cross-Blue  Shield  enrollment  for  hospital  and  surgical  care 
continues  to  grow  at  about  the  same  rate  as  in  recent  years.  In  1970, 
insurance  company  enrollments  for  hospital  care  showed  a  slightly 
higher  growth  rate  in  individual  business  than  in  group  business.  The 
highest  rate  of  growth — almost  6  percent  for  hospital  care — was  in 
independent  plans,  whose  past  growth  rate  has  been  fairly  constant. 
Community  plans  had  the  greatest  increase — 9  percent. 
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The  difference  of  several  points  between  the  H1AA  estimates  and 
the  other  estimates  of  the  proportion  of  the  net  population  with  health 
insurance  continues  to  stand  out  very  clearly.  This  article  examines 
the  ratio  of  total  gross  enrollments  to  the  estimates  of  net  enrollment 
by  H1AA,  as  well  as  the  ratio  of  gross  enrollments  to  ORS  and  house- 
hold-interview survey  estimates  of  net  coverage. 

The  HI  AA  estimates  did  not  take  duplicating  coverages  into  account 
until  1947.  By  1960,  the  Association's  ratio  of  gross  enrollment  to  net 
enrollment  had  leveled  off  at  about  114  percent.  The  various  house- 
hold surveys  have  found  a  substantially  larger  ratio  in  the  past  few 
years — 122-131  percent  for  hospital  benefits  and  120-123  percent  for 
surgical  care.  The  difference  between  H1AA  estimates  and  the  house- 
hold-survey figures  may  result  from  a  combination  of  HIAA  overstate- 
ment of  enrollments  reported  by  health  insurance  organizations  and 
underreporting  in  the  household  surveys. 

For  persons  under  age  65  and  for  those  aged  65  and  over,  data  on 
enrollments  and  estimates  of  the  net  population  covered  are  presented 
separately  in  tables  8  and  9.  The  separate  data  are  significant  because 
of  the  changing  health  insurance  picture  since  the  start  of  Medicare 
operations  in  mid-1966. 
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For  the  population  under  age  65,  gross  total  enrollments  for  hospital 
care  rose  more  than  40  percent  in  the  1960's  and  enrollment  for  surgical 
care  increased  44  percent.  The  1970  increase  was  about  4  percent.  This 
growth  has  been  fairly  steady  over  the  decade,  ranging  from  about  2 
percent  to  4  percent  a  year. 

The  picture  is  different  for  persons  aged  65  and  over.  The  number 
and  proportion  covered  by  private  health  insurance  reached  their 
maximums  in  1965  and  fell  off  with  the  advent  of  Medicare.  Total 
enrollments  for  hospital  care  dropped  only  18  percent  by  the  end  of 

1966,  however — an  indication  that  the  great  majority  of  the  aged  with 
private  health  insurance  retained  their  insurance,  shifting  to  policies 
or  plans  complementary  to  Medicare.  After  a  further  slight  decline  in 

1967,  enrollment  rose  in  1968,  1969,  and  1970.  The  percentage  of  the 
aged  population  with  private  insurance  coverage  also  increased  in  those 
years. 

The  steadily  broadening  scope  of  benefits  under  private  health 
insurance  is  shown  in  table  10,  which  gives  data  on  net  enrollment  and 
percent  of  population  covered  by  type  of  health  care  benefit.  For  all 
ages,  coverage  for  X-ray  and  laboratory  examinations,  prescribed 
drugs,  and  private-duty  nursing  and  visiting-nurse  service  has  more 
than  doubled  since  1962 ;  net  enrollment  for  physicians'  office  and  home 
visits  went  up  61  percent;  nursing-home  care  covered  more  than  six 
times  as  many  persons;  and  dental  care  jumped  more  than  twelvefold. 

The  expansion  in  the  areas  of  physicians'  office  and  home  visits, 
private-duty  nursing,  and,  to  some  extent,  X-ray  and  laboratory 
examinations  and  prescribed  drugs  comes  largely  through  increased 
coverage  under  supplementary  major  medical  and  comprehensive 
insurance  policies  and  extended-benefit  contracts  under  Blue  Cross- 
Blue  Shield  plans.  Some  of  the  expansion  for  X-ray  and  laboratory 
examinations  and  for  prescribed  drugs — and  for  dental  care  as  well — 
came  through  self -insured  employer-employee-union  plans  and  com- 
munity plans — both  group  practice  and  individual  practice.  It  is 
clear,  however,  that  all  private  health  insurance  organizations  are 
tending  to  broaden  the  scope  of  their  basic  coverage. 
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Table  11  shows,  for  coverage  of  persons  of  all  ages,  the  annual 
growth  since  1955  in  the  number  of  persons  under  major  medical 
policies  of  insurance  companies  and  under  supplementary  major  medi- 
cal and  comprehensive  extended-benefit  contracts  of  Blue  Cross-Blue 
Shield  plans.  In  1970  group  insurance  policies  covered  twelve  times 
the  number  covered  under  individual  insurance  policies,  with  supple- 
mentary major  medical  coverage  outnumbering  comprehensive  cover- 
ages 3  to  1.  Almost  seven  times  as  many  persons  were  covered  under 
Blue  Cross-Blue  Shield  supplementary  major  medical  plans  as  the 
number  covered  under  Blue  Cross-Blue  Shield  comprehensive  ex- 
tended-benefit plans. 

Beginning  in  1967,  major  medical  coverage  has  increased  at  a  faster 
pace  under  Blue  Cross-Blue  Shield  plans  than  under  insurance  poli- 
cies. The  growth  rate  under  individual  insurance  policies,  however, 
stepped  up  rapidly  from  1966  to  1969,  indicating  that  individual 
policies  are  frequently  purchased  as  a  supplement  to  a  basic  Blue 
Cross-Blue  Shield  plan  or  a  group  insurance  plan.  In  1970  there  was 
a  slowdown  in  the  growth  rate  that  may  be  due  to  the  excessive  cost 
of  these  policies. 

With  minor  exceptions — mostly  in  the  area  of  drugs — independent 
health  insurance  plans  do  not  provide  coverage  of  the  major  medical 
type.  The  community  plans  generally  provide  comprehensive  physi- 
cians' services  and  usually  complete  coverage  of  hospital  care.  A  very 
small  number  of  the  employer-employee-union  plans  have  major  medi- 
cal coverage. 

TABLE  11— NUMBER  OF  PERSONS  COVERED  UNDER  MAJOR  MEDICAL  POLICIES  OF  INSURANCE  COMPANIES  AND 
UNDER  SUPPLEMENTARY  MAJOR  MEDICAL  AND  COMPREHENSIVE  EXTENDED-BENEFITS  CONTRACTS  OF  BLUE 
CROSS-BLUE  SHIELD  PLANS,  1955-70. 

[In  thousands] 


Insurance  companies  Blue  Cross-Blue  Shield  plans 1 

Group  policies  Com- 


  Supplemen-  prehensive 

Supplemen-  Com-     Individual  tary  major  extended 

End  of  year         Total  Total  tary    prehensive       policies  Total       medical  benefit 


1955   5,241  4,759  3,928  831  482     

1960   27,448  25,608  17,285  8,323  1,840  3,713  3,020  693 

1961   34,138  31,517  22,281  9,236  2,621  5,059  4,015  1,044 

1962   38,250  35,053  25,301  9,752  3,197  7,501  5,068  1,735 

1963   42,441  38,699  28,248  10,451  3,742  (2)  (2)  (?) 

1964   47,001  42,579  31,772  10,807  4,422  (2)  (2)  (2) 

1965   51,946  47,269  35,988  11,281  4,677  3  14,600  (2)  (2) 

1966   56,742  52,002  39,685  12,317  4,740  14,352  10,409  3,943 

1967   62,226  57,447  43,899  13,548  4,779  16,279  12,408  3,871 

1968   66,864  61,738  46,935  14,803  5,123  17,807  14,078  3,729 

1969   72,292  66,630  49,875  16,755  5,662  20,328  16,666  3,662 

1970   78,217  72,315  54,085  18,230  5,902  24,905  21,658  3,247 


1  Comparable  data  not  available  for  earlier  years;  before  1965,  data  shown  are  for  Blue  Cross  plans  only;  beginning  1965, 
data  jointly  developed  by  Blue  Cross  Association  and  National  Association  of  Blue  Shield  Plans  on  unduplicated  number 
of  persons  covered. 

2  Data  not  available. 

3  Data  for  Blue  Cross  plans  plus  an  estimated  1,600,000  in  Blue  Shield  plans  not  affiliated  with  Blue  Cross. 

Considerable  emphasis  is  now  focused  on  promoting  health  mainte- 
nance organizations  as  a  more  effective  approach  to  health  care.  Group 
practice  plans  are  of  special  interest  since  they  are  a  type  of  health 
maintenance  organization  and  would  be  important  links  of  any  na- 
tional health  insurance  scheme.  Group  practice  as  a  method  of  organi- 
zation and  delivery  of  health  care  is  being  studied  from  the  standpoint 


of  improved  quality  of  care  and  savings  in  cost— through  better 
utilization  of  both  hospital  facilities  and  physicians'  services  and  a  -  a 
source  of  comprehensive  and  preventive  care.  Since  1953  enrollment 
in  group  plans  has  roughly  doubled  for  hospital  care,  surgical  services, 
and  dental  care  (table  12).  In  the  last  4  years  growth  is  estimated  al 
49  percent  for  hospital  care,  34  percent  for  surgical  services,  32  percent 
for  in-hospital  physicians'  visits,  and  31  percent  for  physicians'  visit 
in  office,  clinic,  and  health  center.  The  growth  in  prescription  drugs 
enrollment  has  been  especially  rapid  during  the  2  preceding  years- 
about  24  percent  each  year. 

On  the  question  of  hospital  utilization,  comparing  the  experience 
of  the  service  and  indemnity  plans  under  the  Federal  Employees' 
Health  Benefits  (FEHB)  program  with  the  experience  of  prepayment 
plans  has  been  enlightening.  The  following  figures  show  that  in  1968 
enrollees  in  the  FEHB's  group-practice  plans  were  hospitalized  about 
half  as  many  days  as  those  in  the  nationwide  service  plan  provided  by 
Blue  Cross-Blue  Shield  and  less  than  half  the  days  of  those  in  the 
nationwide  indemnity  plan  provided  by  the  Aetna  Life  Insurance 
Company. 

TABLE  12.— PRIVATE  HEALTH  INSURANCE  ENROLLMENT  UNDER  GROUP-PRACTICE  PREPAYMENT  PLANS,  BY 

SPECIFIED  TYPE  OF  CARE,  1953-70 

[In  thousands] 


Physicians'  services 

Office, 
clinic,  or 

Hospital         Surgical      In-hospital  health  Dental 


Year  care         services  visits  center  care  Drugs 


1953   1,802  2,410  2,507  2,853  452  0) 

1956   2,428  3,177  3,399  3,395  248  0) 

1959    2,526  3,280  3,400  3,694  318  (») 

1961   2,586  3,484  3,643  3,643  398  518 

1964   2,695  3,504  3,176  3,844  438  889 

1966...    2,771  3,763  3,430  4,158  0)  0) 

1967.-    3,060  4,130  3,760  4,480  0)  0) 

1968..    3,043  4,051  3,730  4,404  518  1,382 

1969     3,730  4,750  4,210  5,050  870  1,720 

1970    4,131  5,032  4,532  5,432  862  2,121 


i  Data  not  available. 

Hospital  use  among  enrollees  in  individual-practice  prepayment 
plans  was  only  slightly  higher  than  it  was  among  those  in  group- 
practice  plans.  Individual-practice  prepayment  plans  differ  from 
group  plans  in  that  the  participating  physicians  contract  individually 
to  provide  services,  they  practice  in  separate  locations,  and  they  are 
usually  reimbursed  by  the  plan  on  a  fee-for-service  basis.  The  prepay- 
ment rather  than  fee-for-service  financial  arrangements  and  the 
prevention-oriented,  comprehensive  character  of  group  practice  plans 
largely  account  for  the  significantly  lower  rate  of  hospital  use. 

Financial  Experience 

In  1970  the  subscription  or  premium  income  of  all  private  health 
insurance  organizations  totaled  $17.2  billion  (table  13).  Claims  or 
benefit  expense  amounted  to  $15.7  billion  or  92  percent  of  premium 
income.  The  organizations  used  $2.4  billion  for  operating  expense 
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(14  percent  of  premium  income)  and  had  a  net  underwriting  loss  of 
6  percent.  Some  of  this  underwriting  loss  was  made  up  by  income  from 
investment  of  reserves. 

Although  insurance  companies  received  almost  $9  billion  in  premium 
income  and  Blue  Cross-Blue  Shield  plans  a  little  more  than  $7  billion, 
the  operating  expense  of  insurance  companies  was  almost  three  times 
that  of  Blue  Cross-Blue  Shield  plans  ($1.8  billion  compared  with 
$0.5  billion).  Low  Blue  Cross  operating  expense — 5.6  percent  of 
subscription  income — accounted  largely  for  the  relatively  low  Blue 
Cross-Blue  Shield  rate.  The  operating  expense  ratio  for  individual 
business  of  46.6  percent — almost  four  times  the  group  rate — was 
responsible  for  the  relatively  high  overall  operating  expense  of  insur- 
ance companies. 


Hospital  days 
per  1,000 

Type  of  plan  covered  persons 


United  States: 

Blue  Cross-Blue  Shield        924 

Indemnity      987 

Group  practice     1    .   422 

Individual  practice..    471 


Source:  George  S.  Perrott,  "The  Federal  Employees  Health  Benefits  Program:  Enrollment  and  Utilization  of  Health 
Services,  1961-68,"  U.S.  Department  of  Health,  Education,  and  Welfare,  Health  Services  and  Mental  Health  Administra- 
tion, May  1971. 

Blue  Cross  and  insurance  company  group  business  had  the  highest 
claims  ratios;  they  returned  97  percent  of  subscription  income  and 
96  percent  of  premium  income,  respectively,  in  benefits.  Individual 
business  paid  out  only  58  percent  of  premium  income  in  benefits. 

Blue  Cross-Blue  Shield  income  from  investments  of  reserves  re- 
duced its  3-percent  net  underwriting  loss  to  $100  million.  Individual 
business  of  insurance  companies  showed  a  net  underwriting  loss  of 
5  percent  compared  with  a  9-percent  loss  in  group  business,  but 
neither  of  these  figures  takes  into  account  investment  income. 

For  independent  plans,  a  high  claims  ratio — 96  percent  of  subscrip- 
tion income — together  with  an  8-percent  operating  loss  ratio  resulted 
in  a  net  underwriting  loss  that  was  reduced  to  about  1  percent  by 
investment  income. 

SOURCE  OF  DATA 

The  data  for  Blue  Cross  and  Blue  Shield  plans  are  based  on  financial 
statements  for  all  plans  supplied  by  the  Blue  Cross  Association  and 
the  National  Association  of  Blue  Shield  Plans.  Duplication  resulting 
from  the  fact  that  six  joint  Blue  Cross-Blue  ShieJd  plans  report 
identical  data  to  both  national  organizations  has  been  eliminated. 
Data  for  Health  Services,  Incorporated,  and  for  Medical  Indemnity 
of  America — insurance  companies  owned  by  the  Blue  Cross  and  Blue 
Shield  associations,  respectively — have  been  included. 
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The  data  on  premium  income  and  benefit  expense  of  insurance 
companies  were  provided  by  HIAA.  Premium  income  data  come  from 
the  National  Underwriter  Company's  annual  survey  of  accident  and 
health  insurance  and  from  HIAA's  annual  surveys  of  companies  in 
this  field.  The  division  of  group  accident  and  health  business  between 
health  care  and  wage  loss  is  based  on  HIAA's  annual  survey  of  enroll- 
ment, premium  income,  and  benefits  paid  under  group  business.  For 
individual  business,  the  distribution  is  based  on  HIAA's  annual  sur- 
vey of  benefits  paid.  Operating  expenses  were  estimated  by  applying 
operating  expense  ratios  to  premium  income  derived  from  the  Na- 
tional Underwriter  Company  aggregates  4  to  HIAA  premium  income. 

Of  the  total  premium  and  subscription  in  come  of  all  private  health 
insurance  organizations  in  1970,  43  percent  was  received  by  Blue 
Cross-Blue  Shield  plans;  51  percent  by  insurance  companies  (with 
group  business  about  three  and  one-half  times  the  individual  business) ; 
and  6  percent  by  independent  plans  (table  14).  The  insurance  company 
share  of  total  benefit  expense  was  somewhat  smaller  than  their  share 
of  premium  income.  For  both  Blue  Cross-Blue  Shield  plans  and  the 
independent  plans,  the  share  of  benefit  expense  was  larger  than  their 
share  of  subscription  income. 


4  Argus  1971  Chart  of  Health  Insurance,  page  112. 
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From  1948  to  1970  insurance  companies  have  consistently  received 
the  largest  share  of  all  premium  and  subscription  income.  Beginning 
in  1955,  their  claims  expenditures  ran  higher  than  that  of  Blue  Cross- 
Blue  Shield  plans.  Group  business  has  accounted  for  much  of  the  in- 
crease in  benefit  expenditures:  in  1948  the  group  share  was  almost 
twice  the  individual  share;  in  1970  it  was  almost  six  times  the  in- 
dividuals share.  From  1948  to  1964,  independent  plans  showed  a 
gradually  declining  share  of  subscription  income  and  benefit  expendi- 
tures. Since  1964,  there  has  been  a  general  leveling  off  to  about  6 
percent. 

BENEFIT  EXPENDITURES  AND  TYPES  OF  CARE 

Sixty-four  percent  of  benefit  expenditures  by  all  private  health  in- 
surance organizations  went  for  hospital  care;  31  percent  for  physicians' 
services;  about  1%  percent  for  dental  care;  and  V/%  percent  for  other 
types  of  benefits — mainly  private-duty  nursing  and  drugs  (table  15). 
Blue  Cross-Blue  Shield  plans  spent  more  for  hospital  care — 70  percent 
of  benefit  expenditures  for  all  types  of  care — than  did  insurance  com- 
panies (61  percent)  and  independent  plans  (42  percent).  Independent 
plans  paid  out  9  percent  of  benefits  for  dental  care,  compared  with  1.2 
percent  spent  by  insurance  companies  and  less  than  one-half  of  1 
percent  by  Blue  Cross-Blue  Shield  plans.  Independent  plans  spent  44 
percent  of  their  income  for  physicians'  services  compared  with  33 
percent  by  insurance  companies  and  28  percent  by  Blue  Cross-Blue 
Shield  plans. 
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BENEFIT  EXPENDITURES  PER  ENROLLEE 

Table  16  gives  some  idea  of  the  relative  expenditures  made  by  the 
various  private  health  insurance  organizations  for  their  enrollees.  In 
1970,  Blue  Cross-Blue  Shield  plans  led  the  other  carriers  with  an  aver- 
age $65.38  per  year  for  hospital  care  benefits  per  person  enrolled  for 
this  type  of  benefit.  For  those  enrolled  with  insurance  companies  for 
this  benefit,  the  average  expenditure  was  $36.81.  The  average  per 
person  was  $52.76  in  the  independent  plans.  The  lowest  annual 
expenditure — $18.11  per  person — was  made  by  insurance  companies 
under  individual  policies. 

These  averages  reflect  (1)  the  high  utilization  rate  of  hospital  care 
under  Blue  Cross-Blue  Shield  contracts  that  provide  more  days  of 
coverage  and  more  comprehensive  coverage  of  hospital  costs  than 
group  policies  of  insurance  companies,  (2)  the  generally  meager 
coverage  under  individual  insurance  policies,  and  (3)  the  relatively 
lower  utilization  rates  under  community  group-practice  plans. 

For  physicians'  services,  community  plans  led  the  other  carriers 
with  a  per  capita  expenditure  of  $54.69:  most  community  plans  pro- 
vide virtually  complete  coverage  of  in-office,  home,  and  hospital 
visits.  Blue  Cross-Blue  Shield  plans  spent  $28.50  per  person  enrolled, 
and  $10.19  per  person  covered  was  spent  under  individual  policies 
of  insurance  companies.  The  enrollment  for  surgical  insurance  was 
used  in  making  these  calculations. 

TRENDS 

Data  are  presented  in  table  17  on  the  premium  income  and  benefit 
expenditures  of  private  health  insurance  organizations  from  1948  to 
1970.  Premium  income  for  all  plans  rose  only  slightly  faster  in  1970 
than  in  previous  3^ears,  but  there  was  a  marked  shift  in  gains  among 
the  carriers.  In  1970  insurance  companies  showed  the  sharpest  rise — 
16  percent — compared  with  9  percent  the  previous  year.  Blue  Cross- 
Blue  Shield  plans  increased  at  about  the  same  rate  as  in  the  previous 
year — 18-19  percent.  Group  business  accounted  for  most  of  the  jump; 
it  rose  almost  twice  as  fast  as  it  had  in  1969.  Individual  business  in- 
creased at  about  the  same  rate  as  in  the  previous  year. 

Benefit  expenditures  for  all  plans  rose  faster  in  1970  (20  percent) 
than  the  previous  year  (15  percent).  The  disparity  was  greatest  among 
insurance  companies — 21  percent  in  1970  compared  with  9  percent 
in  1969.  The  benefit  expenditures  of  other  carriers  increased  at  rela- 
tively the  same  rate  as  they  had  in  the  previous  year. 

Benefit  expenditures  also  rose  faster  than  premium  income  except 
for  Blue  Cross-Blue  Shield  plans.  For  all  plans,  benefits  rose  20  percent 
compared  with  a  17-percent  rise  in  premium  income  in  1969.  The 
difference  was  greatest  among  the  insurance  companies,  where  benefits 
rose  21  percent  compared  with  a  16-percent  rise  in  premium  income, 
and  among  the  independent  plans,  where  benefits  rose  20  percent 
compared  with  a  14-percent  rise  in  subscription  income. 
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TABLE  16.— BENEFIT  EXPENDITURES  OF  PRIVATE  HEALTH  INSURANCE  ORGANIZATIONS  PER  PERSON  ENROLLED 

FOR  SPECIFIED  BENEFITS,  1970 

.  ,  Hospital  Physicians' 

Type  of  plan  care  services 


Blue  Cross-Blue  Shield       $65.38  523.50 

Blue  Cross        66.01  33.30 

Blue  Shield        47.03 

Insurance  companies        36.81  21.78 

Group  policies       46.64  25.93 

Individual  policies        18.11  10.19 

Independent  plans      52.76  42.69 

Community      45.17  54.69 

Employer  employee  union..       57.12  31.27 

Despite  the  shift  in  the  growth  pattern  of  income  and  benefit 
expenditures,  the  distribution  by  carrier  changed  very  little.  In  1970 
insurance  companies  received  51  percent  of  the  premium  income  of  all 
private  health  insurance  plans,  compared  with  52  percent  in  1969 
(table  14) .  Blue  Cross-Blue  Shield  income  accounted  for  43  percent  of 
total  income  of  all  plans,  up  from  42  percent  the  previous  year. 
Independent  plans  received  about  6  percent — the  same  as  in  1969. 
The  relative  snares  in  benefit  expenditures  remained  about  the  same. 
Insurance  companies  paid  out  almost  49  percent  of  all  benefit  expense 
of  private  health  insurance  organizations,  the  Blue  Cross-Blue  Shield 
share  was  about  45  percent,  and  independent  plans  expended  63^ 
percent. 

The  stabilized  growth  pattern  in  Blue  Cross  plans  resulted  in  a 
decrease  in  the  claims  expense  ratio  in  1970  to  97  percent  and  a 
corresponding  decrease  in  the  underwriting  loss  to  2^  percent  (table 
18).  A  sharper  rise  in  claims  expense  than  in  income  brought  Blue 
Shield  claims  up  to  93  percent  of  premium  income  and  its  underwriting 
loss  up  to  4.3  percent  (table  19.)  In  1979  the  ratio  of  benefits  to 
subscription  income  had  been  98  percent  for  Blue  Cross  plans  and  91 
percent  for  Blue  Shield  plans.  Their  net  underwriting  losses  had  been 
3.6  percent  and  2.5  percent,  respectively. 

Because  the  claims  expense  of  insurance  companies  increased  almost 
6  percentage  points  more  than  premium  income,  their  claims  expense 
ratio  rose  from  83.3  percent  in  1969  to  87.5  percent  in  1970.  Their 
4.6-percent  underwriting  loss  went  up  to  8  percent  (table  13). 

Claims  expense  under  group  business  amounted  to  96  percent  of 
premium  income  (94  percent  in  1969)  and  operating  expense  was  13 
percent  of  premium  income.  The  2-percent  rise  in  claims  expense 
pushed  up  the  net  underwriting  loss  to  9  percent  (table  13.)  This  loss 
was  replaced  to  some  degree  by  income  from  investment  of  reserve- 
but  largely  by  gains  in  group  disability  and  group  life  insurance. 
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TABLE  17.— SUBSCRIPTION  OR  PREMIUM  INCOME  AND  BENEFIT  EXPENDITURES  OF  PRIVATE  HEALTH  INSURANCE 

ORGANIZATIONS,  1948-70 

[In  millions] 


Blue  Cross-Blue  Shield  plans 


Year 


Total 


Total 


Blue 
Cross 


Blue 
Shield 


Insurance  companies 


Total 


Individ- 
Group         ual  Independ- 
policies     policies    ent  plans 


INCOME 

1948.                                   $862.0  $365.0  $315.0  $50.0      $421.0  $212.0  $209.0  $76.0 

1950  1,291.5       574.0       436.7  137.3       605.0       330.3  272.0  112.5 

1955                                   3,149.6  1,292.4       910.7  381.7  1,626.9  1,022.5  604.4  230.3 

1960                                   5,841.0  2,482.1  1,773.0  709.1  3,027.0  2,104.0  923.0  331.9 

1961                                    6,673.3  2,805.1  2,004.4  800.7  3,427.0  2,414.0  1,013.0  441.2 

1962                                   7,411.1  3,118.6  2,212.8  905.8  3,810.0  2,708.0  1,102.0  482.5 

1963...                             8,053.6  3,399.4  2,438.7  960.7  4,136.0  2,913.0  1,223.0  518.2 

1964                                    8,983.6  3,785.1  2,697.6  1,087.5  4,652.0  3,297.0  1,355.0  546.5 

1965                                10,001.3  4,169.0  2,903.7  1,175.3  5,224.0  3,665.0  1,559.0  608.3 

1966                                  10,564.1  4,327.8  2,085.9  1,241.9  5,595.0  3,987.0  1,608.0  641.3 

1967.                                11,105.3  4,555.3  3,230.0  1,325.3  5,858.0  4,270.0  1,588.0  692.0 

1968  .  12,898.7  5,187.1  3,665.0  1,522.1  6,933.0  5,159.0  1,774.0  778.6 

1969...                            14,657.7  6,155.6  4,365.2  1,790.4  7,569.0  5,685.0  1,884.0  933.1 

1970                                17,184.8  7,370.9  5,147.1  2,223.8  8,746.0  6,774.0  1,972.0  1,067.9 

BENEFIT  EXPENDITURES 

1948                                     606.0       308.0       269.0  39.0       228.0       148.0  80.0  70.  G 

1950                                    991.9       490.6       382.9  107.7       400.0       257.0  143.0  101.3 

1955                                   2,535.7  1,146.7       832.2  314.5  1,179.0       858.0  321.0  210.0 

1960                                   4,996.3  2,287.1  1,646.2  640.9  2,389.0  1,901.0  488.0  320.2 

1961                                   5,965.4  2,585.4  1,867.1  718.3  2,706.0  2,170.0  536.0  404.0 

1962                                    6,343.8  2,893.6  2,064.5  829.1  3,012.0  2,453.0  559.0  438.2 

1963.                                6,979.3  3,179.5  2,317.3  862.2  3,332.0  2,671.0  661.0  467.8 

1964                                  7,832.1  3,574.4  2,592.8  981.6  3,763.0  3,024.0  739.0  494.7 

1965                                   8,728.9  3,912.9  2,853.4  1,059.5  4,265.0  3,413.0  852.0  551.0 

1966                                   9,141.8  3,975.4  2,882.2  1,093.2  4,585.0  3,711.0  874.0  581.4 

1967                                   9,544.8  4,082.8  2,963.1  1,119.7  4,837.0  3,998.0  839.0  625.0 

1968  11,343.6  4,840.6  3,529.2  1,311.4  5,791.0  4,841.0  950.0  712.0 

1969                                 13,068.5  5,903.1  4,271.4  1,631.7  6,306.0  5,349.0  957.0  859.4 

1970                                15,743.5  7,060.2  5,009.3  2,050.9  7,656.0  6,510.0  1,146.0  1,027.3 
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Under  insurance  companies'  individual  policies  the  claims  ratio  of 
58  percent  was  higher  than  the  1969  ratio  of  51  percent;  the  operating- 
expense  ratio  was  47  percent,  compared  with  46  percent  in  1969.  A 
small  underwriting  gain  that  occurred  in  1969  was  wiped  out  by  the 
1970  5-percent  underwriting  loss.  Again,  this  loss  was  lessened  to  some 
degree  by  income  from  investment  of  reserves. 

The  trend  in  the  distribution  of  benefit  expenditures  of  private 
health  insurance  organizations  from  1950  to  1970  is  delineated  in 
table  20.  The  1970  distribution  shows  little  change  from  that  of  the 
immediately  preceding  years. 

NET  COST  OF  PRIVATE  HEALTH  INSURANCE 

In  1970  the  net  cost  of  private  health  insurance  to  the  American 
public  was  $1.4  billion,  down  from  $1.6  billion  in  the  preceding  year. 
This  amount  is  the  difference  between  earned  premium  or  subscription 
income  and  benefit  expenditures  (claims  expense).  It  represents  the 
retentions  by  the  carriers  to  cover  operating  expenses,  profits,  and 
such  additions  to  reserves  not  accounted  for  by  deductions  from  pre- 
mium income  or  inclusion  in  claims  expense.  Retentions  of  Blue 
Cross-Blue  Shield  plans  amounted  to  $311  million,  compared  with 
$252.5  million  a  year  ago.  Most  of  the  increase  was  accounted  for  by 
Blue  Cross  plans;  their  retentions  jumped  47  percent  over  1969,  com- 
pared with  a  9-percent  rise  in  retentions  by  Blue  Shield.  Approxi- 
mately $1.1  billion  was  retained  by  insurance  companies  (compared 
with  $1.3  billion  in  1969)  and  $41  million  by  independent  plans  (down 
from  $74  million  in  1969).  It  should  be  pointed  out  that  insurance 
companies  pay  premium  taxes  of  2-3  percent  (varying  from  State  to 
State)  from  which  Blue  Cross-Blue  Shield  plans  and  independent  plans 
are  generally  exempt.  These  plans  do,  however,  carry  the  full  cost  of 
administration.  Under  most  large  group  insurance  policies  the  em- 
ployer performs  much  of  the  administrative  work,  including  deter- 
mination of  eligibility  and  review  and  payment  of  claims. 
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Over  the  years,  consumers  have  been  able  to  buy  health  insurance 
on  increasingly  advantageous  terms  in  the  sense  that  they  get  back 
increasingly  more  of  their  premium  or  subscription  dollar  in  benefits. 
Evidence  of  this  trend  is  the  steady  decline  in  the  retention  ratio — 
retentions  as  a  percent  of  premium  income  (table  21).  In  1948  the 
retention  rate  for  all  private  health  insurance  organizations  was  30 
percent;  in  1970  it  was  8  percent.  This  decline  is  the  result  of  two 
main  factors:  (1)  The  steady  drop  in  the  retention  rates  of  both 
Blue  Cross-Blue  Shield  plans — although  the  Blue  Cross  plans  edged 
up  this  year — and  group  insurance  business  and  (2)  the  steady  decline 
in  the  relative  importance  of  insurance  company  individual  business 
with  its  very  high  retention  rates.  Retention  rates  for  independent 
plans  dropped  from  8  percent  in  1969  to  4  percent  in  1970.  Community 
plans  and  employer-employee-union  plans  are  lowering  their  retention 
rates,  and  private  group  clinics  and  dental  corporations  are  showing 
considerably  higher  retention  rates. 

PROPORTION    OF   CONSUMER   EXPENDITURES   MET   BY  INSURANCE 

Forty  percent  of  consumer  expenditures  for  personal  health  care 
was  met  by  private  health  insurance  benefits  in  1970. 5  This  figure 
does  not  include  the  net  cost  of  obtaining  health  insurance  protec- 
tion— the  difference  between  health  insurance  premiums  or  subscrip-. 
tion  costs  and  benefits — since  prepayment  expense  is  regarded  as  a 
nonpersonal  health  care  expenditure. 


TABLE  20.— BENEFIT  EXPENDITURES  OF  ALL  PRIVATE  HEALTH  INSURANCE  ORGANIZATIONS,  BY  SPECIFIED  TYPE 

OF  CARE,  1950-70 


Year 

Total 

Hospital  care 

Physicians' 
services 

Other  types 
of  care 

Amount  (in  millions): 

1950   

$992 

$680 

$312 

0) 

1955    

2,536 

1,679 

857 

0) 

1960     

4,  996 

3,304 

1,  593 

$99 

1961  

5,  695 

3,  766 

1,796 

133 

1962   

6,  344 

4, 197 

1,992 

155 

1963    

6,  980 

4,  642 

2,153 

185 

1964...   

7,  832 

5,187 

2,  427 

218 

1965    

8,  729 

5,  790 

2,680 

259 

1966....   

9,142 

5,  993 

2,831 

318 

1967    

  9, 545 

6, 133 

2,  964 

447 

1968   

11,  344 

7,329 

3,477 

538 

1969    

13,069 

8,356 

4,  029 

684 

1970  

15,  744 

10,  008 

4,  908 

828 

Percentage  distribution: 

0) 

1950   

100.0 

68.5 

31.5 

1955   

100.0 

66.2 

33.8 

0) 

I960....  

100.0 

66.1 

31.9 

2.0 

1961    

100.0 

66.1 

31.5 

2.3 

1962     

  100.0 

66.2 

31.4 

2.4 

1963....  

100.0 

66.5 

30.8 

2.7 

1964    

100.0 

66.2 

31.0 

2.8 

1965....  

100.0 

66.3 

30.7 

3.0 

1966....    

  100. 0 

65.6 

31.0 

3.5 

1967  

100.0 

64.3 

31.1 

4.7 

1968   

  100. 0 

64.6 

30.7 

4.7 

1969     

  100.0 

63.9 

30.8 

5.3 

1970   

  100. 0 

63.6 

31.2 

5.2 

i  Included  in  physicians'  services. 


s  See  Barbara  S.  Cooper  and  Nancy  L.  Worthington,  National  Health  Expenditures.  Calendar  Years  1929-70 
(Research  and  Statistics  Note  No.  1),  Office  of  Research  and  Statistics,  1972. 
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The  proportion  of  expenditures  met  by  private  health  insurance 
varies  with  the  type  of  care.  For  hospital  care,  it  met  73  percent  of 
consumer  expenditures  in  1970  compared  with  71  percent  the  preceding 
year,  but  this  proportion  is  still  low  when  compared  with  76  percent  of 
hospital  expense  met  by  insurance  in  1968.  Apparently  inflation  was 
still  kicking  up  hospital  costs  faster  than  benefits  could  adjust.  For 
physicians'  services  the  proportion  met  by  private  health  insurance 
was  48  percent  in  1970,  compared  with  43  percent  in  1969.  For  other 
types  of  health  care  the  proportion  remained  about  the  same — 5.5 
percent.  Except  for  the  limited  gain  with  respect  to  hospital  care,  the 
proportions  of  expenditures  met  by  private  health  insurance  con- 
tinued the  upward  trend  of  previous  years,  as  shown  below. 

The  estimates  of  consumer  expenditures  for  health  care  include  some 
items  that  are  not  covered  by  health  insurance^ — nonprescribed  drugs, 
various  drug  sundries,  and  sunglasses.  If  these  kinds  of  health  care 
expenditures  were  to  be  deducted  from  consumer  health  care  expendi- 
tures, the  proportion  of  such  expenditures  met  by  insurance  would  be 
probably  3  or  4  percentage  points  higher  than  shown  above.  If,  how- 
ever, health  insurance  premiums  were  included  as  consumer  expendi- 
tures for  personal  health  care,  the  proportion  covered  by  insurance 
benefits  would  be  lower. 

PROPORTION  OF  TOTAL  NATIONAL  EXPENDITURES  MET  BY  INSURANCE 

Total  national  expenditures  for  personal  health  care  (excluding  ex- 
penditures for  insurance  premiums  and  administrative  expenses  of 
public  programs  as  well  as  research  and  construction)  amounted  to 
$61.8  billion  in  1970.6  Twenty-five  and  one-half  percent  of  this  amount 
(as  compared  with  24  percent  in  1969)  was  met  by  private  health  in- 
surance, 38  percent  came  from  direct  out-of-pocket  payments  by  con- 
sumers, 35  percent  was  met  by  public  funds,  and  1.5  percent  came  from 
philanthropy.  Thus,  in  1970,  private  payments  by  consumers — out-of- 
pocket  and  through  private  health  insurance — made  up  approximately 
63  percent  of  the  total  national  expenditures  for  personal  health  care. 


Hospital        Physicians'         Other  types 
Year  Total  care  services  of  care 


1950...      12.2  37.1  12.0  0) 

1955....    21.7  56.0  25.0  0) 

1960...     27.8  64.5  30.0  1.3 

1961     29.9  66.2  32.7  1.7 

1962...    30.9  68.2  33.0  1.9 

1963...    31.7  67.2  33.6  2.1 

1964..      31.5  68.1  32.2  2.3 

1965   31.8  71.2  32.8  2.3 

1966     31.5  69.0  33.9  2.6 

1967...    32.6  73.3  35.8  .  3.5 

1968    36.9  76.1  41.0  4.3 

1969     37.5  71.5  43.5  4.9 

1970    40.3  73.2  48.1  5.5 


1  Included  in  physicians'  services. 

8  Op.  cit. 


18.  HEALTH  CARE  FINANCING  AND  DELIVERY  AROUND 

THE  WORLD* 


When  we  examine  the  many  and  diverse  systems  of  health  service 
delivery  around  the  world,  we  quickly  discover  that  the  ways  of 
raising  money  for  financing  care  are  closely  related  to  the  patterns  by 
which  that  care  is  provided.  We  can  learn  a  great  deal  by  studying  the 
methods  of  health  care  financing  in  different  countries  and  observing 
the  delivery  patterns  associated  with  them. 

Six  methods  of  fund-raising  for  health  care,  briefly  outlined  on  next 
page,  are  all  found  in  some  degree,  and  in  varying  mixtures,  in  the 
majority  of  countries  of  the  world.  One  of  the  methods  may  pre- 
dominate heavily — like  general  revenues  in  the  Soviet  Union  or 
Great  Britain  or  personal  payments  in  the  United  States.  In  most 
countries,  however  all  six  methods  are  employed,  often  for  the  care  of 
different  sectors  of  the  population  or  for  an  attack  on  specified  diseases. 

PERSONAL  PAYMENT 

Until  a  few  years  ago,  more  than  half  of  the  costs  of  personal  health 
services  in  the  United  States  were  met  through  individual  purchasing 
in  the  open  medical  market.  Now,  however,  voluntary  insurance, 
social  insurance,  and  general  revenues  have  come  to  support  the 
majority  of  these  costs,  particularly  hospital  costs.  Personal  payment 
still  carries  most  of  the  cost  of  ambulatory  medical  care,  dental  care, 
and  medications. 

Under  this  method,  service  is  provided  typically  by  independent 
practitioners,  and  the  provider's  responsibility  is  directly  to  his 
patient.  To  a  limited  extent,  service  may  be  delivered  through  or- 
ganized resources,  such  as  group  practice  clinics  or  hospital  emergency 
rooms. 

Even  in  countries  in  which  general  revenues  support  health  services 
for  the  bulk  of  the  population — as  in  most  nations  of  Africa  or  Asia — 
personal  payment  may  still  play  an  important  part  in  the  care  of  a 
few.  Thus,  in  the  capital  city  of  a  country  like  Ethiopia  or  Thailand, 
one  finds  a  great  deal  of  private  medical  practice.  A  small  percentage 
of  affluent  persons  seeing  private  doctors  are  preempting  a  high  pro- 
portion of  the  total  medical  manpower,  with  enormous  resultant 
inequities. 

In  Malaysia,  which  I  studied  in  1968,  I  found  that  about  60  percent 
of  the  nation's  doctors  were  in  private  practice  in  the  various  state 
capital  cities.  This  left  40  percent  for  the  governmental  services  on 
which  about  80  percent  of  the  population  depended  for  their  scientific 
(as  opposed  to  traditional  healing)  medical  care.  Moreover,  these 
private  doctors  are  reported  to  earn  two  or  three  times  the  salaries 
paid  to  government  doctors. 

*  Roemer,  Milton  I.  In  American  journal  of  nursing,  v.  71,  June  1971:  1158-1163.  Copyright  June  1971, 
The  American  Journal  of  Nursing  Company.  Reprinted  from  the  American  Journal  of  Nursing. 
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The  personal  payment  system  also  supports  most  of  the  nonscien- 
tific  healers  throughout  the  developing  world.  The  fees  of  village 
healers  are  typically  low,  and  often  they  are  paid  in  goods,  but  their 
aggregate  amount  must  be  high.  Likewise,  in  all  countries  self- 
prescribed  drugs  are  personally  paid  for.  In  Latin  America,  field 
surveys  have  shown  such  outlays  to  be  extremely  high,  accounting 
for  more  than  half  of  all  personal  expenditures  on  health  service. 
Obviously,  the  self-chosen  medication  is,  in  large  measure,  the  poor 
family's  medical  care. 

Ways  of  Financing  Health  Care 

There  are  hundreds  of  ways  of  financing  health  services  if  we  con- 
sider all  the  ramifications  at  different  times  and  social  settings.  The}' 
can,  however,  be  generally  classified  in  a  half  dozen  types: 

Personal  Payment. — Private  purchase  of  service,  from  the  individ- 
ual's personal  resources,  mcluding  those  he  may  have  borrowed  or 
received  from  another  source  (a  relative,  friend,  loan  company,  and 
so  on).  It  could  also  include  pajmient  by  barter. 

Charity. — Support  from  funds  donated  by  persons  who  may  or  may 
not  become  beneficiaries  of  the  service. 

Industry. — Provision  of  services  at  the  expense  of  an  enterprise, 
supported  from  its  earnings. 

Voluntary  Insurance. — Support  of  services  from  funds  raised  through 
periodic  contributions  by  groups  of  persons.  These  funds  may  be 
variously  sponsored,  but  the  services  are  supported  only  for  contrib- 
utors or  their  dependents. 

Social  Insurance. — Insurance  required  by  law  to  support  certain 
services  to  designated  beneficiaries.  Statutory  requirements  may  set 
up  governmental  trust  funds  or  may  mandate  contributions  to  various 
nongovernmental  bodies. 

General  Revenues. — Support  through  taxation  by  local,  provincial, 
or  national  governmental  authority  on  incomes,  land,  sales,  corpora- 
tion profits,  and  the  like.  Services  are  not  confined  to  tax  payers. 

CHARITY 

Nowhere  today  does  charity  predominate  as  the  method  of  health 
care  support,  but  in  the  past  it  played  a  substantial  role  in  several 
nations.  In  pre-industrial  Europe,  hospitals  and  even  separate  dispen- 
saries for  ambulatory  care  were  mainly  charitable  institutions  for  the 
care  of  the  poor.  They  were  supported  by  donations  or  bequests, 
although  by  the  eighteenth  and  nineteenth  centuries  governmental 
subsidies  became  common. 

That  charitable  pattern  was  transplanted  by  the  Spanish  and 
Portuguese  to  Latin  America,  where  "beneficencia"  and  "santa  casa" 
hospitals  became  the  first  organized  forms  of  medical  care.  However, 
even  when  large  government  grants  help  support  them,  these  hospitals 
typically  have  large,  poorly  equipped  wards,  with  small  staffs  of 
devoted  religious  sisters.  Outpatient  facilities  are  meager.  The  guid- 
ing spirit  is  not  the  early  preventive  treatment,  but  merciful  succor 
to  the  destitute,  and  the  icons  all  around  make  it  obvious  that  the  soul 
is  being  served  as  much  as  the  body. 
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Religiously  supported  missions  in  Africa  and  elsewhere  undoubtedly 
make  a  solid  contribution  at  very  low  cost,  but  they  are  rarely  models 
of  modern  medicine.  Often  they  must  be  subsidized  by  government, 
and  they  collect  fees  from  patients  who  can  afford  to  pay. 

In  some  European  countries,  agencies  started  by  charity  have;  come 
to  be  integrated  into  the  public  health  services.  The  various  "cross 
societies"  in  Holland  provide  maternal  and  child  health  services,  as 
well  as  general  visiting  nurse  care  for  the  home-bound  sick.  They  re- 
ceive government  payments  for  these  services,  as  do  similar  agencies  in 
Italy  and  Spain.  In  Latin  America,  the  typical  Red  Cross  society  for 
ambulance  and  emergency  services  was  started  with  private  dona- 
tions, but  now  is  generally  supported  by  large  government  grants. 

In  the  United  States  charity  is  playing  a  relatively  declining  role  in 
the  health  services.  There  are  many  agencies  for  attacking  specific  dis- 
eases— like  cancer,  multiple  sclerosis,  or  those  causing  blindness — but 
the  greater  part  of  their  charity-raised  funds  go  to  research,  profes- 
sional education,  and  construction,  rather  than  to  direct  patient  care. 

A  major  part  of  voluntary  health  donations  goes  into  hospital  en- 
dowments, whose  earnings  help  to  support  care  of  the  poor.  Also, 
philanthropic  foundations  have  supported  such  important  innovations 
in  health  care  as  the  Rochester  Regional  Hospital  Council  (Common- 
wealth Fund)  of  the  Health  Insurance  Plan  of  Greater  New  York 
(Rockefeller).  Altogether,  however,  charity  accounts  for  less  that  5 
percent  of  the  nation's  $60  billion  annual  health  outlay. 

INDUSTRY 

Industrial  health  service  varies  greatly  and  is  found  to  some  degree 
in  all  countries — capitalist,  developing,  and  socialist — but  nowhere  is  it 
a  predominant  method.  In  countries  like  Saudi  Arabia  or  Liberia,  the 
health  services  of  British  or  American  oil  companies  or  of  the  Fire- 
stone Rubber  Company  constitute  a  model  of  excellence  for  the  whole 
country.  Similar  comments  can  be  made  about  the  programs  of  the 
United  Fruit  Company  in  Central  America,  the  Anaconda  Copper 
Company  in  Peru,  or  the  Standard  Oil  Company  in  Venezuela.  Work- 
ers in  these  enterprises  clearly  receive  better  health  care  than  the 
national  average.  Management  knows  that  healthy  workers  are  good 
business,  and  if  private  industry  did  not  take  the  initiative,  good 
health  care  would  usually  not  be  available.  Similar  reasoning  applied 
to  the  isolated  mining,  lumbering,  and  railroad  developments  in  the 
United  States  of  the  late  nineteenth  and  early  twentieth  centuries. 

Many  developing  countries  require  large  corporations,  especially 
those  of  foreign  ownership,  to  provide  minimal  health  services  for 
workers.  This  is  true  of  sugar  or  coffee  plantations  in  Latin  America, 
tea  or  rubber  estates  in  Asia,  cocoa  farms  or  mines  in  Africa.  As  social 
insurance  laws  are  enacted  in  these  countries,  their  provisions  often 
replace  independent  management  financing. 

The  industrial  services  in  the  developing  countries  tend  to  be  of 
much -wider  scope  than  in  America,  providing  personal  preventive 
services,  environmental  sanitation,  and  general  medical  care. 
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VOLUNTARY  INSURANCE 

Voluntary  insurance  was  a  highly  important  mode  of  financing 
medical  care  in  the  eighteenth  and  early  nineteenth  centuries  through- 
out Europe.  Countless  sickness  funds,  friendly  societies,  and  mutual 
benefit  associations  were  organized  by  consumers,  either  on  an  occu- 
pational or  geographic  basis,  to  pay  the  cost  of  out-of-hospital  medical 
care.  From  these,  there  evolved  the  mandatory  systems  that  we  now 
define  as  social  insurance  or  social  security. 

Today  the  voluntary  health  insurance  societies  of  the  Western 
European  countries  are  fully  integrated  in  the  social  insurance  systems, 
In  Germany,  France,  the  Benelux  and  Scandinavian  countries,  Italy, 
and  Spain,  they  have  become  essentially  agents  of  a  governmental 
system.  Most  or  all  persons  are  required  by  law  to  join  them  and  to 
pay  certain  contributions,  in  return  for  which  they  gain  statutory 
rights  to  medical  care  and  certain  other  benefits.  In  addition,  the 
insurance  societies  may  still  offer  supplementary  benefits  not  required 
by  law,  or  they  may  enroll  such  persons  as  the  self-employed,  whose 
membership  is  not  always  compulsory. 

The  patterns  of  medical  care  for  the  ambulatory  patient  have  been 
only  minimally  affected  by  these  European  insurance  societies.  They 
have  made  medical  care  more  accessible  to  people  by  covering  the 
costs,  but  have  hardly  altered  the  basic  patterns  of  private  medical 
and  dental  practice  and  of  the  private  sale  of  drugs  or  appliances. 
There  are  various  forms  of  surveillance,  but  the  private  practitioner 
remains  essentially  independent.  Hospital  services  have  perhaps  been 
somewhat  more  affected,  with  costs  shared  by  government  and  insur- 
ance and  certain  minimal  standards  usually  imposed  by  the  insurance 
societies. 

In  Australia  and  the  United  States,  we  see  the  operation  of  voluntary 
health  insurance  in  a  purer  form.  These  are  the  only  remaining  indus- 
trialized countries  of  the  world  in  which  voluntary  enrollment  in 
health  insurance  plans  constitutes  a  major  source  of  financing.  Aus- 
tralia provides  government  subsidies  to  the  plans  to  enhance  their 
ability  to  attract  low  income  persons  into  membership,  a  mechanism 
now  being  proposed  in  several  bills  in  the  United  States  Congress. 
This  device  has  succeeded  in  getting  about  75  percent  of  the  popula- 
tion covered,  but  various  deductibles  and  cost-sharing  features  have 
caused  increasing  discontent  in  recent  years. 

In  the  United  States  before  1930,  only  a  trivial  percentage  of  the 
American  population  held  voluntary  health  insurance.  The  great 
depression  of  1929-1939,  rising  costs  of  medical  care,  and  threat  of 
governmental  intervention  rapidly  stimulated  a  voluntary  insurance 
movement.  However,  the  major  initiative  and  achievements  came 
not  from  consumer  organizations,  but  from  associations  of  providers 
(hospitals  and  doctors)  and  from  commercial  insurance  carriers.  By 
1964,  about  78  percent  of  the  American  population  had  some  form  of 
private  insurance  for  hospital  expenses  and  lesser  percentages  had 
coverage  for  other  medical  needs. 

The  major  gaps  in  coverage  were  among  the  poor,  the  rural  people, 
and  the  aged.  That  last  gap  led  to  enactment  of  social  insurance  for 
the  aged  in  1965.  As  in  Europe  before  us,  the  voluntary  health  insur- 
ance plans  were  woven  into  the  social  insurance  system  not  as  local 
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carriers  of  financial  risk,  but  as  intermediaries  for  the  payment  of  the 
fees  of  doctors,  hospitals,  and  other  vendors. 

Also  as  in  Europe,  the  American  voluntary  health  insurance  plans, 
in  the  main,  did  very  little  to  change  the  patterns  of  medical  care 
delivery.  The  important  exception  was  among  a  handful  of  consumer 
or  employer-sponsored  plans,  which  altogether  reach  about  6  percent 
of  the  insured  population.  In  these  plans — best  known  are  the  Health 
Insurance  Plan  of  Greater  New  York  and  the  Kaiser-Permanento 
Health  Plan  of  the  west  coast — group  medical  practice  with  relatively 
comprehensive  health  benefits  is  offered.  The  efficiencies  achieved  by 
these  patterns  are  now  being  highlighted  for  official  encouragement  in 
new  legislative  proposals  on  national  health  insurance,  under  the 
labels  of  ''comprehensive  health  service  organizations"  or  "health 
maintenance  organizations." 

Probably  the  only  nation  that  still  depends  mainly  on  nongovern- 
mental health  insurance,  yet  offers  services  in  rather  highly  organized 
frameworks,  is  Israel.  Here  the  Workers  Insurance  Fund  covers  about 
75  percent  of  this  small  nation's  population  for  medical  care,  but  the 
services  are  not  privately  rendered  as  in  "Western  Europe.  Instead,  the 
insurance  money  has  been  used  to  establish  a  network  of  polyclinics 
and  hospitals  where  the  physicians,  dentists,  and  all  other  personnel 
are  in  salaried  employment.  The  rugged  conditions  of  life  faced  by  new 
immigrants  and  the  necessity  for  frugal  economic  policies  evidently 
induced  a  pattern  of  medical  care  which  would  encourage  maximum 
benefits  per  unit  of  input. 

SOCIAL  INSURANCE 

In  Japan,  a  robust  pre-^World-War-II  voluntary  insurance  move- 
ment was  strengthened  after  the  war  by  mandatory  coverage  of  nearly 
the  whole  population.  Here  again,  however,  little  was  done  to  modify 
the  patterns  of  private  medical  practice. 

Likewise  in  Canada,  social  insurance  has  been  financing  hospital 
care  since  1957  and  physician's  care  since  1968,  with  little  modifica- 
tion of  delivery  patterns.  The  program  is  set  up  province  by  province 
with  the  federal  government  matching  about  50-50  the  money  raised 
through  social  insurance  and  other  means  in  each  province.  Here  and 
there,  some  group  practice  clinics  have  been  stimulated,  and  patterns 
of  hospital  finance  have  also  been  modified,  but  the  prevailing  system 
of  private  medicine  and  autonomous  hospitals  has  been  essentially 
unchanged.  The  same  has  applied  to  Medicare  in  the  United  States 
and  also  to  the  workmen's  compensation  laws  in  the  50  States. 

In  only  two  European  countries,  so  far  as  I  know,  has  the  social 
insurance  device  been  associated  with  a  wholesale  modification  of 
patterns  of  medical  care  delivery.  These  are  both  socialist  or  semi- 
socialist  nations — Poland  and  Yugoslavia.  After  the  war  and  their 
socialist  revolutions,  these  countries  kept  the  social  security  concept 
but,  instead  of  perpetuating  the  numerous  semi-autonomous  local 
insurance  societies,  set  up  an  integrated  national  system  to  which 
industrial  employees  contributed.  The  national  insurance  fund 
became  the  principal  source  of  support  for  a  network  of  health  centers, 
polyclinics,  and  hospitals  staffed  by  teams  of  salaried  personnel.  All 
insured  persons  use  these  resources  without  charge.  Others  (about 
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30  percent  of  the  Polish  population)  may  use  them,  but  have  to  pay, 
or  they  can  see  private  providers. 

On  other  continents,  the  social  insurance  financing  mechanism  has 
quite  a  different  meaning  for  health  care  delivery  from  that  in  West- 
ern Europe.  Social  security  has  been  widely  applied  in  Latin  American 
countries,  where  it  usually  covers  only  the  10  to  15  percent  of  the 
citizens  who  are  industrial  workers.  For  this  sector,  mainly  in  the 
larger  cities,  there  is  typically  a  separate  and  well-developed  medical 
service,  rendered  through  a  special  network  of  hospitals  and  health 
centers.  The  quality  of  services  in  those  facilities  is  usually  higher 
than  that  available  to  the  noninsured  population.  There  may  be 
separate  social  security  systems  for  different  classes  of  employed 
persons — often  a  more  comfortable  type  of  hospital  service  for  white- 
collar,  as  compared  to  blue  collar,  workers. 

These  are  the  arrangements  in  Mexico,  Brazil,  Peru,  and  elsewhere. 
Occasionally,  fee  for  service  is  applied  in  localities  with  too  few 
insured  workers  and  dependents  to  warrant  a  health  center,  but 
organized  frameworks  are  the  general  rule. 

Similar  organized  facilities  under  social  insurance  are  found  in  Iran 
and  Turkey.  In  Tunisia  and  India,  on  the  other  hand,  social  insurance 
finances  medical  care  for  certain  workers,  but  the  services  are  obtained 
through  the  Ministry  of  Health  network  of  health  centers  and  hos- 
pitals that  serve  the  general  population.  The  insured  workers  pay  no 
fees,  and  they  may  have  priority  of  access,  but  they  theoretically 
receive  the  same  quality  of  service  as  the  general  population. 

In  general,  social  insurance  is  believed  to  have  the  advantage  of 
fiscal  stability,  in  contrast  to  other  methods  of  financing  medical  care. 
It  is  not  subject  to  the  uncertainties  of  legislative  appropriations,  nor 
to  the  ups  and  downs  of  charity  or  voluntary  enrollment.  At  the  same 
time,  most  of  the  laws  give  a  voice  to  workers  and  employers  in  the 
administration  of  the  program.  And  in  most  countries,  the  social 
insurance  fund  need  not  fear  invasion  by  other  government  minis- 
tries; is  reserved  for  benefits  to  the  insured. 

GENEKAL  REVENUES 

In  every  country  of  the  world,  general  tax  revenues  are  used  for 
financing  certain  components  of  health  services.  In  the  United  States, 
despite  all  its  emphasis  on  free  private  enterprise  and  voluntary  insur- 
ance, a  wide  variety  of  programs  have  long  been  supported  from  gen- 
eral revenues.  Some  are  for  special  persons — like  veterans,  American 
Indians,  merchant  seamen,  or  the  poor.  Others  are  for  special  dis- 
eases— like  mental  disorder,  venereal  disease,  tuberculosis,  or  crip- 
pling conditions  in  children  and  rehabilitate  adults.  The  conventional 
public  health  services  for  environmental  and  personal  disease  preven- 
tion everywhere  are  supported  by  general  revenues. 

In  some  countries,  however,  taxation  has  become  the  predominant 
method  of  financial  support  for  all  health  services.  These  may  be  placed 
in  three  groups. 

First  are  the  countries  that  have  gone  through  a  period  of  social  in- 
surance financing  and  reached  a  point  when  politically  the  shift  to 
general  revenues  seemed  simple  and  safe.  These  include  New  Zealand, 
Great  Britain,  and  Chile.  New  Zealand  introduced  its  social  insurance 
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program  in  1939,  providing  for  overall  physician's  care,  hospitaliza- 
tion, drugs  for  everyone  and  dental  care  for  children.  All  residents  were 
covered,  and  nearly  everyone  paid  an  earmarked  health  insurance  con- 
tribution. By  about  1965,  the  program  was  so  firmly  established  that 
its  support  was  transferred  to  general  revenues. 

Great  Britain  started  its  mandatory  health  insurance  for  manual 
workers — but  not  their  dependents — in  1911.  General  doctor's  care 
and  drugs  were  provided,  while  hospitalization  was  supported  by  com- 
binations of  general  revenues,  voluntary  insurance,  and  personal  pay- 
ments. In  1948,  after  World  War  II,  the  National  Health  Service  was 
established,  assuring  virtually  complete  medical  care  to  everyone, 
financed  about  80  percent  from  the  general  treasury.  Here  substantial 
changes  were  made  in  the  organization  of  services,  principally  for  hos- 
pital and  specialist  care.  All  hospitals,  voluntary  and  local  govern- 
mental, were  taken  over  by  the  central  government  and  assigned  to 
"regional  hospital  boards."  Various  regulations  were  made  to  induce  a 
better  distribution  of  doctors,  to  encourage  reasonable  prescribing  of 
drugs,_  to  stimulate  grouping  of  general  practitioners,  and  to  achieve 
other  improvements. 

Chile  was  the  first  Latin  American  country  to  apply  the  social 
insurance  idea  to  health  care,  with  a  program  for  manual  workers  in 
1924.  After  gradual  expansion  of  its  coverage  and  benefits,  in  1952  a 
national  health  service  was  legislated.  This  covered  all  insured  workers 
and  their  dependents,  along  with  all  low-income  families  (rural  and 
urban)  and  all  children;  this  was  estimated  to  be  about  70  percent  of 
the  population. 

To  provide  services,  the  country  was  divided  into  13  health  zones, 
in  each  of  which  there  was  established  an  integrated  regional  network 
of  health  centers,  district  hospitals,  and  central  hospitals.  The  great 
majority  of  the  nation's  health  personnel  work  full-time  or  part-time 
for  the  Chilean  National  Health  Service.  While  social  insurance  con- 
tributions from  both  workers  and  employers  were  continued  after 
1952,  a  much  larger  amount  was  drawn  from  general  revenues. 

A  second  category  of  countries  dependent  mainly  on  general  reve- 
nues for  their  medical  care  are  the  great  mass  of  developing  nations  of 
Africa  and  Asia.  Some  countries  of  these  continents  also  have  social 
insurance  programs,  but  these  affect  a  very  small  percentage  of  the 
population.  Likewise  personal  payments  play  an  important  part 
especially  in  the  main  cities,  as  do  charitable  missions  at  selected 
places.  But  the  majority  of  the  people — insofar  as  they  have  access 
to  any  scientific  medical  care— get  it  at  health  centers  and  government- 
owned  hospitals  staffed  by  salaried  personnel. 

The  socialist  nations  make  up  the  third  category.  The  Soviet  Union 
was  the  first,  in  1917,  and  its  model  made  the  most  radical  changes  in 
patterns  of  medical  care  delivery.  Covering  100  percent  of  the  popu- 
lation, the  Soviet  system  gives  virtually  all  services  through  networks 
of  health  centers,  polyclinics,  and  rural,  district,  and  provincial  hospi- 
tals. Unification  of  preventive  and  curative  services  is  emphasized. 
Professional  education  is  controlled  by  the  Ministry  of  Health  rather 
than  the  universities,  and  even  the  production  of  all  drugs,  supplies, 
and  equipment  is  planned  by  this  ministry.  All  personnel  are  salaried 
civil  servants,  and  new  graduates  are  obligated  to  spend  their  first 
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three  years  of  work  in  an  area  designated  by  the  government.  Remark- 
ably large  numbers  of  doctors,  nurses,  and  middle  personnel  are 
trained,  and  the  whole  system  is  planned  according  to  norms  designed 
to  meet  all  reasonable  needs  in  urban  and  rural  areas.  Nearly  all 
foreign  observers  have  been  impressed  with  the  efficiencies  and 
massive  impact  of  the  Soviet  health  system. 

With  certain  modifications,  this  system  has  been  emulated  by 
Czechoslovakia,  Hungary,  Bulgaria,  and  other  East  European  coun- 
tries, except  Poland  and  Yugoslavia.  It  has  also  been  applied  largely  in 
Cuba,  although  the  financing  mechanism  differs  between  industrial 
workers  and  farm  people.  In  Communist  China,  the  vast  rural  popula- 
tion is  served  directly  by  a  governmental  system  using  mainly  auxil- 
iary health  personnel,  while  city  workers  are  served  through  resources 
attached  to  factories  or  in  public  institutions. 

CONCLUSIONS 

Are  there  any  general  conclusions  to  be  drawn  from  this  review  of 
different  methods  of  health  care  financing  in  various  political  and 
economic  contexts?  A  few  may  be  warranted. 

In  some  degree,  purley  personal  payment  is  found  in  all  countries 
of  the  world,  but  it  is  much  more  extensively  used  where  collectivized 
methods  of  financing  health  care  are  weaker.  The  greatest  volume  of 
health  service  tends  to  go  to  those  with  most  immediate  purchasing 
power,  rather  than  to  those  with  greatest  health  needs. 

The  charitable  method  has  been  of  generally  declining  importance, 
as  the  costs  of  good  medical  care  have  risen  and  the  resources  of 
government  have  become  far  greater  than  those  of  private  donors. 
Industrialized  nations  have  increasingly  come  to  reject  the  moral 
judgments  and  social  class  distinctions  often  associated  with  charity 
financing. 

Industrially  supported  health  services  have  contributed  to  the  pro- 
duction process  by  helping  to  maintain  a  healthy  work  force.  They  are, 
however,  extremely  uneven  as  between  small  and  large  enterprises. 
Increasingly  these  services  have  come  to  be  replaced  by  services  sup- 
ported through  voluntary  and  social  insurance. 

In  all  industrialized  societies,  voluntary  insurance  has  played  a 
large  role  historically  in  enhancing  the  access  of  people  to  medical  care 
and  in  supporting  larger  quantities  and  quality  of  health  personnel  and 
facilities.  Yet  it  has  proved  unable  to  reach  all  the  population  in  need  of 
service,  and  both  its  successes  and  the  failures  have  led  almost  every- 
where to  compulsory  statutes  or  social  insurance,  with  widened  gov- 
ernmental standards  for  health  protection  and  more  vigorous  controls 
over  the  costs  and  quality  of  medical  care. 

Social  insurance  is  really  a  conservative  form  of  taxation,  and  in  most 
countries  it  has  been  supplemented  by  some  support  from  general 
revenues.  Everywhere,  the  population  coverage  and  the  scope  of  health 
benefits  under  it  have  grown  wider,  and  in  some  countries  it  has 
become  feasible  to  shift  to  general  revenue  financing  without  fear  of 
program  retrenchments. 
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The  nature  of  medical  care  patterns  adopted  under  general  revenue 
financing  depends  on  the  prevailing  political  ideology  and  the  economic 
level  of  the  country.  In  prosperous  countries  with  a  long  tradition  of 
free  enterprise,  like  Great  Britain,  private  practice  remains  strong 
for  ambulatory  care,  but  highly  organized  services  develop  inside 
hospitals. 

In  most  socialist  countries,  though  not  all,  a  full  commitment  to 
health  care  support  under  general  revenues  has  been  made.  In  these 
circumstances,  private  practice  tends  to  die  out  as  public  services 
develop. 

Countries  in  the  developing  world  tend  often  to  stand  between 
competing  ideologies.  A  growing  middle  class  seeks  private  care,  with 
pleasant  amenities,  in  the  main  cities,  co-opting  a  relatively  large  share 
of  the  nation's  medical  resources.  But  governments  are  under  pressure 
to  extend  health  care  to  the  massive  populations  in  rural  areas  and  to 
the  poor  who  have  migrated  into  the  cities.  "Planning"  has  become  the 
standard  approach  to  defining  priorities. 

On  the  whole,  one  can  observe  throughout  the  world — in  its  cap- 
italist-parliamentary, its  socialist,  and  its  developing  sectors  alike — a 
clear  trend  toward  increasing  collectivization  of  health  care  financing. 
With  this  has  evolved  an  increasing  organization  of  resources  designed 
to  enhance  both  the  efficiency  and  the  effectiveness  of  medical  care 
delivery. 


THE  CANADIAN  EXPERIENCE* 


Unquestionably,  the  decade  of  the  sixties  will  be  regarded  as  the 
time  in  Canada  when  health  and  hospital  care  became  a  most  impor- 
tant consideration  'for  individuals,  organizations,  and  governments. 
During  the  period  of  World  War  II  and  immediately  thereafter,  the 
exciting  developments  in  medical  science,  which  led  to  a  powerful 
emphasis  on  the  hospital  as  an  institution  capable  of  furnishing  the 
resources  needed  to  back  up  the  expanding  capabilities  of  medical 
practitioners,  had  two  dramatic  effects.  First,  the  cost  of  hospital  care 
began  to  increase  substantially  as  greater  sums  of  money  were  required 
to  create  more  sophisticated  facilities  and  as  more  personnel  had  to  be 
paid  higher  wages  in  order  to  make  them  function  effectively.  Second, 
immense  pressures  were  brought  to  bear  on  governments  to  aid  in  the 
financing  of  hospital  care  as  more  and  more  people  found  that,  with 
their  current  earnings  or  savings,  they  could  no  longer  pay  for  the  care 
they  believed  they  needed  and  to  which  they  felt  entitled. 

Hence,  Canada  in  1959  initiated  a  government-sponsored,  univer- 
sally available  program  of  hospital  insurance  for  its  citizens.  The 
federal  and  provincial  governments  assumed  major  responsibility  for 
financing  and  providing  needed  hospital  care,  although  new  and  reno- 
vated hospital  facilities  were  partially  financed  by  local  funds. 

As  medical  science  continued  to  open  up  new  avenues  of  treatment 
for  all  sorts  of  physical  and  mental  ailments  and  new  facilities  were 
being  constructed,  as  new  workers  and  disciplines  entered  the  health 
field  and  the  roles  of  persons  in  more  traditional  disciplines  were  ex- 
panded, and  as  consumers  became  convinced  that  health  was  pur- 
chasable, demands  for  more  facilities  and  for  more  personal  and  in- 
stitutional care  services  so  rapidly  accelerated  that  not  until  the  end 
of  the  1960s  was  an  adequate  number  of  facilities  available. 

Meanwhile  the  national  economy  was  suffering  from  inflation,  which 
also  had  a  marked  effect  on  the  cost  of  health  services.  Furthermore, 
the  continued  emphasis  on  traditional  areas  of  preventive  care,  es- 
pecially in  the  public  health  field,  contributed  to  the  need  for  more, 
better  trained  public  health  personnel,  which  increased  the  costs  of 
these  services.  Citizens  and  government  officials  began  to  say  that, 
while  health  care  and  services  were  very  important,  it  was  all  becoming 
too  expensive  and  that  the  sharply  escalating  costs,  particularly  hos- 
pital care  costs,  had  to  be  curtailed.  Municipal  governments,  which 
had  traditionally  financed  public  health  costs,  protested  that  they 
could  no  longer  adequately  finance  such  services  from  their  restricted 
tax  base.  They  requested  that  the  provincial  government  assume 
financial  responsibility,  which  it  did  in  the  late  1960s,  materially 
adding  to  the  total  health  care  bill  at  the  provincial  level. 

♦Martin,  Stanley.  In  Hospitals,  v.  45,  Pec.  1,  1971:  37-40.  Reprinted  with  permission,  from  Hospitals. 
Journal  of  the  American  Hospital  Association. 
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Finally,  in  response  to  increases  in  physicians'  fees  and  to  numerous 
requests  for  more  personal  health  care  the  second  major  program  in 
government  sponsored  health  insurance  was  introduced  in  1968-69 — a 
universally  available  program  of  medical  care,  which,  in  the  province 
of  Ontario,  carries  additional  benefits  including  payments  to  osteo- 
paths, chiropractors,  podiatrists,  and  optometrists  for  personal  health 
services. 

Although  many  people  had  already  been  purchasing  some  form  of 
private  insurance  for  payment  of  medical  bills,  the  government's 
response  to  demands  for  subsidy  added  a  significant  burden  to  pro- 
vincial and  federal  tax  programs.  In  Ontario  alone,  the  hospital  and 
medical  care  programs  for  1970  are  estimated  to  have  cost  $1.25  billion, 
of  which  approximately  $527  million  were  paid  by  the  federal  govern- 
ment and  $723  million  by  the  province  through  premiums  and  con- 
tributions from  general  tax  revenues.  These  costs,  representing  about 
$176  per  capita,  are  exclusive  of  funds  required  for  all  other  health 
care  costs  including  operation  of  psychiatric  hospitals. 

Ontario's  government  now  has  given  notice  that,  commencing  April  1, 
1972,  the  cost  of  necessary  nursing  home  care  also  will  become  part 
of  the  health  insurance  package.  (This  benefit  in  the  institutional  care 
field  is  the  province's  first  departure  from  first  dollar  coverage; 
recipients  of  nursing  home  care  will  be  required  to  pay  $3.50  per  day 
with  the  balance  to  be  covered  by  the  plan.)  It  is  estimated  that  this 
will  add  $50  million  to  the  overall  cost  of  health  insurance  for  the  first 
year,  increasing  to  $100  million  by  1975. 

Thus  Canada  is  now  at  a  point  where  the  provincial  government  is 
paying  a  sizable  portion  of  health  care  costs ;  the  public  still  is  seeking 
more  health  care  services  while  simultaneously  expressing  some  dis- 
satisfaction about  paying  for  those  services  already  available  through 
government  programs. 

So  much  for  the  historical  development  of  Canada's  health  insurance 
program.  What,  then,  might  be  described  as  some  of  the  strengths  and 
weaknesses  of  the  program? 

STRENGTHS 

Peace  of  mind. — Undoubtedly,  the  greatest  benefit  of  the  govern- 
ment-sponsored plan  has  been  the  lifting  of  the  financial  burden  for 
hospital  care  from  the  shoulders  of  the  people  and  the  assurance  that 
needed  hospital  service  will  be  available  to  all  persons  regardless 
of  economic  circumstances.  There  is  no  doubt  that  the  Ontario  hospi- 
tal insurance  program,  for  example,  has  been  a  boon  to  the  people 
of  the  province — since  Jan.  1,  1959,  the  value  of  the  benefits  provided 
by  this  provincewide  plan  has  exceeded  the  rather  staggering  total 
of  $4.5  billion,  and  benefits  for  this  year  alone  will  cost  somewhere  in 
the  neighborhood  of  $850  million.  As  important  as  the  dollars — maybe 
even  more  important — is  the  peace  of  mind  that  the  plan  has  given 
Canadian  citizens,  for  no  longer  does  the  cost  of  essential  hospital  care 
represent  financial  catastrophe.  Regrettably,  the  individual  citizen 
often  loses  sight  of  this  rather  simple  and  basic  concept.  The  fact  that 
the  plan  has  been  in  operation  for  more  than  12  years  may  account  for 
the  tendency  to  forget  the  staggering  problems  that  faced  countless 
families  prior  to  Jan.  1,  1959. 
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Orderly  and  systematic  development  of  hospitals. — While  a  major 
alteration  in  a  previously  existing  setting  makes  it  difficult  to  a  jcerl  aio 
what  might  have  happened  had  things  remained  as  they  were.  I 
believe  it  is  safe  to  state  that  the  existence  of  a  cental  planning 
authority,  possessing  reasonably  wide  powers  of  authority  and  backed 
by  fairly  large  sums  of  money  for  implementing  capital  programs, 
has  made  a  tremendous  contribution  to  hospital  plant  development  in 
Ontario.  This  is  particularly  true  in  smaller  urban  areas  w  here  fairly 
heavy  backlogs  of  plant  renewal  and  expansion  existed  before  the 
1960s.  Ontario's  population  now  is  served  by  approximately  50,300 
hospital  beds  for  active,  convalescent,  rehabilitative,  and  chronic 
illness  care,  representing  approximately  6.8  beds  per  1,000  persons 
as  compared  to  the  planning  guide  of  about  6.3  beds  per  1,000  persons. 
Supporting  service  facilities  also  have  been  dramatically  expanded 
and  updated  to  a  generally  high  level  of  efficiency. 

Adequate  financing  oj  hospitals. — Over  the  past  12  years  under  the 
plan,  the  voluntary  hospitals  of  the  provinces  have  received  sufficient 
income,  mainly  from  the  central  authority,  to  properly  discharge  all 
their  obligations  promptly,  to  eliminate  any  accumulated  debt  due  1 1 1 
operation  costs,  to  pay  their  employees  salaries  and  wages  commen- 
surate with  those  earned  by  employees  in  other  industries,  to  increase 
fringe  benefits  for  employees  to  a  satisfactory  level,  and  to  maintain 
and  modernize  their  plant  and  equipment  in  keeping  with  the  rapid 
developments  of  medical  science. 

Rapid  development  of  educational  programs  for  the  health  disciplines. — 
Through  proper  funding  by  the  central  authority,  nursing  schools, 
schools  for  medical  technicians,  and  schools  for  technologists  of  all 
kinds  have  been  modernized  and  expanded  to  a  point  where  enough 
skilled  personnel  (with  the  exception  of  physicians  and  dentists,  who 
receive  their  primary  education  in  other  than  a  hospital  setting)  to 
staff  our  hospitals  and  health  care  services  now  are  available.  We  are 
most  hopeful  that  future  and  increasing  demands  for  such  skilled 
personnel  will  mean  that  these  expensive  capital  buildings  and  equip- 
ment will  be  more  effectively  used  and  that  the  operative  practices 
and  procedures  in  these  f acuities  will  be  realigned  to  meet  the  real 
needs  of  the  patients  rather  than  to  suit  the  convenience  of  those  who 
staff  these  institutions. 

Shared  cost  financing. — Because  the  Canadian  programs  of  hospital 
insurance  are  based  on  a  federal-provincial  pattern  of  shared  cost,  the 
hospital  system  has  been  in  the  enviable  position  of  being  able  to 
achieve  a  reasonably  satisfactory  level  of  funding  without  having  to 
compete  with  other  tax  dollars  expended  for  education,  highways, 
general  welfare,  public  works,  and  so  forth.  The  hospital  system  has, 
in  fact,  been  granted  earmarked  funds,  directed  toward  a  specific- 
objective  and  to  be  used  for  that  purpose  only.  In  this  sense,  a  marked 
degree  of  success  has  been  achieved  in  stabilizing  the  financial  status 
of  all  hospitals  in  the  provinces.  Governments  are  acutely  aware  of 
the  difficulties  inherent  in  this  type  of  financing  for  a  specific  segment 
of  the  health  field  and  now  are  examining  ways  to  permit  more  flexible 
usage  of  these  funds  in  the  health  field  generally.  The  decisions  in 
this  regard  could  be  most  important  insofar  as  the  hospitals  are 
concerned,  particularly  if  discussions  lead  to  a  redevelopment  of  the 
sharing  program  to  include  community  health  centers,  insurance 
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benefits  for  dental  care,  and  so  on,  which  could  severely  restrict  the 
kind  of  open-ended  financing  now  available  for  hospital  care. 

Trustee  interest  in  quality  care. — Having  been  relieved  of  continuous 
financial  concerns,  many  boards  of  trustees  for  our  public  hospitals 
have  become  concerned  about  the  quality  of  care  being  provided  in 
their  community.  They  have  actively  supported  the  Canadian  accred- 
itation program  and  the  assessment  of  their  activities  by  teams  of 
physicians  and  administrators  (sponsored  by  the  provincial  hospital 
association  and  college  of  physicians  and  surgeons)  and  they  have 
taken  widespread  interest  in  and  made  use  of  programs,  provided  by 
the  Hospital  Medical  Records  Institute  of  Toronto,  for  monitoring 
medical  practices  in  their  hospitals.  A  valuable  concurrent  develop- 
ment has  been  the  ever-growing  interest  that  many  members  of  the 
hospital  medical  staffs  show  in  discussing  and  helping  to  improve  the 
professional  and  the  economic  management  of  the  hospital.  Many 
trustees  and  members  of  the  medical  staff  now  consider  management 
an  issue  that  must  be  dealt  with  constructively  and  cooperatively 
rather  than  controversially. 

Aid  in  development  of  comprehensive  health  care. — The  specter  of 
sharply  escalating  costs  has  created  an  awareness  among  a  significant 
number  of  hospital  personnel  that  viable  alternatives  to  the  ever- 
increasing  demands  for  institutional  care  for  treatment  of  episodic 
illness  must  be  explored  and  developed.  In  short,  more  members  of 
boards  of  governors  are  beginning  to  think  beyond  the  limits  of  their 
own  institutions  and  to  meet  with  other  persons  in  the  health  field  in  an 
attempt  to  more  clearly  identify  issues  and  problems  in  the  existing 
system.  Under  the  government-sponsored  hospital  insurance  system, 
Ontario  has  developed  30  district  hospital  planning  councils  that  have 
functioned  with  varying  success  in  coordinating  and  planning  for 
hospital  services  in  their  areas.  The  government  is  now  in  the  process 
of  developing  a  series  of  district  health  councils  that  eventually  will 
have  widespread  authority  in  the  total  health  field.  A  large  number  of 
hospital  trustees  and  administrators  are  planning  a  leading  role  in 
development  of  work  because  they  realize  that  health  matters  must  be 
considered  as  a  whole  and  that  new  thrusts  must  be  explored,  tested, 
and  implemented.  From  their  experience  with  an  established  govern- 
ment-sponsored program,  these  people  realize  that  needed  changes  are 
not  likely  to  come  about  without  a  fair  degree  of  authority  delegated 
on  a  regional  level. 

WEAKNESSES 

Restrictions  on  introduction  of  health  insurance  benefits. — While  the 
Canadian  and  Ontario  program  has  been  of  inestimable  value  to 
citizens  and  their  hospitals,  the  apparent  lack  of  total  freedom  to  coyer 
a  wide  range  of  benefits  has  contributed  to  the  creation  of  expensive 
expectations  on  the  part  of  the  public.  Unfortunately,  coverage  for 
a  broad  spectrum  of  outpatient  benefits  was  not  introduced  at  the 
beginning  of  the  plan  and  this  has  led  to  continual  excessive  use  of 
inpatient  facilities  and  a  reluctance  on  the  part  of  citizens  and  medical 
advisers  to  alter  established  patterns. 

The  delay  until  the  late  1960s  of  universal  accessibility  to  broad- 
gauged  medical  care  benefits,  providing  extensive  coverage  in  homes 
and  offices,  also  has  imposed  artificial  demands  on  expensive  insti- 
tutional facilities.  One  paramount  fact  emerging  from  our  experience 
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is  that  when  a  government  makes  available  a  certain  service  in  the 
health  field,  the  public  will  not  accept  the  fact  that  only  certain  bills 
will  be  paid  on  their  behalf,  as  with  private  insurance,  but  rather  will 
insist  that  the  service  should  be  provided  in  sufficient  quantity  and 
quality  to  meet  their  own  standard  of  need.  If  all  needed  services  are 
not  available,  their  government  is  the  only  source  blamed  for  the 
apparent  imbalance.  In  a  government-sponsored  program,  the  inclusion 
of  what  benefits  and  at  what  level  must  be  carefully  weighed. 

Problems  of  financing. — As  I  have  indicated,  approximately  one  half 
of  the  cost  of  the  hospital  insurance  program  is  paid  by  the  federal 
government  from  its  broad  tax  base  in  personal  income,  corporation, 
sales  tax,  and  other  fields.  Financing  of  the  province's  share  was  left 
to  each  province  and,  in  Ontario,  a  sizable  portion  always  has  been 
provided  through  a  prepaid  premium  system.  There  have  been  only 
three  increases  in  the  premiums  since  January  1959  (current  rates  are 
$5.50  single  and  $11  family)  and  it  now  appears  that  the  government 
does  not  favor  any  further  increases  in  this  funding  source  because 
premiums  now  are  looked  upon  as  a  regressive  form  of  taxation.  Con- 
sequently, the  ever-increasing  cost  of  the  program  has  to  be  paid  from 
tax  sources  already  in  heavy  competition  with  other  government 
services;  thus  accelerating  pressures  are  generated  to  reduce  the 
rates  of  cost  increase  so  that  they  do  not  exceed  normal  and  accepted 
rates  of  increase  for  all  other  goods  and  services.  Our  experience  has 
indicated  that  during  the  early  years  of  the  plan  overall  increases, 
including  regular  costs  plus  coverage  for  program  improvements, 
increasing  population,  and  so  on,  amounted  to  approximately  12  per 
cent  per  year;  after  1966,  much  sharper  increases  were  experienced. 

Imposition  of  predetermined  cost  increases  for  existing  programs 
(7.6  per  cent  in  1971)  plus  stricter  controls  on  improvements  and 
extensions  of  hospital  services  should  result  in  lower  rates  of  increase 
in  the  years  immediately  ahead.  A  very  important  item  in  all  consid- 
erations relating  to  cost  increases,  however,  is  the  overall  inflation  in 
the  national  economy,  because  hospital  care,  as  a  largely  personal 
service  involving  heavy  expenditures  on  salaries  and  wages  (now 
approximately  76  per  cent  of  total  program  expenses),  is  highly  sus- 
ceptible to  the  inflation  factor. 

Imposed  financial  controls, — This  item  could  be  discussed  as  either 
a  strength  or  a  weakness,  depending  on  one's  point  of  view  and  whether 
one  is  a  hospital  administrator  or  a  government  official  responsible  for 
administration  of  the  plan.  In  any  event,  a  hospital  under  a  govern- 
ment-sponsored program  that  provides  insured  benefits  for  almost 
every  hospital  service  no  longer  retains  the  right  to  charge  or  tax  its 
patients  at  a  rate  that  it  considers  necessary  to  produce  a  certain 
quantity  and  quality  of  service.  The  taxing  authority  obviously  is  the 
government's  and,  in  the  final  analysis,  the  amounts  of  money  available 
to  each  individual  hospital  will  be  directly  related  to  the  ability  of  that 
government  to  collect  from  the  public.  The  government,  in  turn,  has  a 
whole  system  of  priorities  it  must  establish  for  the  spending  of  its  tax 
dollars.  As  long  as  hospital  care  is  regarded  as  a  fairly  high  priority 
item,  the  financial  expectations  of  hospitals  will  be  reasonably  met. 
It  appears,  however,  that  we  are  entering  a  period  when  other  demands 
may  receive  higher  priorities,  which  could  mean  that  hospitals  will  be 
forced  to  operate  within  severely  restricted  limits.  This  should  be  a 
very  interesting  experience. 
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Difficulties  of  rationalizing  central  authority  and  regional,  district,  and 
community  interests. — Our  government-sponsored  program  of  hospital 
insurance  was  introduced  before  any  truly  successful  method  of  area- 
wide  planning  for  hospitals  and  other  health  services  had  come  into 
being.  Under  these  circumstances  the  central  authority  had  to  assume 
very  broad  powers  in  its  dealings  Avith  individual  institutions.  Efforts 
to  force  individual  hospitals  to  plan  on  a  district  or  regional  basis  have 
been  most  difficult  to  achieve  because  of  the  intense  loyalty  of  hospital 
boards  to  their  own  enterprises.  Because  the  success  of  any  form  of 
planning  on  a  voluntary  basis  is  open  to  real  questioning,  the  alterna- 
tive of  stronger  pressure  from  central  authority  through  regional  and 
district  councils  with  broadly  delegated  authority  seems  almost  in- 
evitable. We  have  already  taken  the  initial  steps  in  this  direction. 

THE  QUESTION  OF  AUTONOMY 

In  my  attempts  to  pinpoint  some  important  pluses  and  minuses  de- 
rived from  Canada's  experience  with  national  health  insurance,  I 
have  deliberately  refrained  from  using  the  oft-repeated  phrase  "loss 
of  autonomy"  because  this  applies  only  to  what  might  have  been  had 
significant  changes  not  occurred.  In  this  connection,  however,  I 
would  like  to  quote  the  chairman  of  one  of  our  large  community 
hospitals,  a  most  successful  businessman  in  his  own  right  as  head 
for  many  years  of  one  of  our  respected  life  insurance  companies : 

Sometimes  there  are  still  expressed  two  related  fears  about  our  hospital  system. 
One  is  that  a  central  authority  will  become  too  dictatorial;  the  other  that  hospitals 
may  lose  their  autonomy  and  the  role  of  the  trustee  may  be  eroded. 

In  the  12  years  since  our  Ontario  plan  went  into  operation  on  January  1,  1959, 
my  experience  has  been  that  there  is  no  room  for  such  fears.  We  have  had  the  right 
to  argue  our  views  with  the  authorities  and  to  express  our  needs,  and  we  have 
been  listened  to.  We  have  seen  the  system  evolve  into  an  efficient  organization, 
staffed  by  personnel  who  have  been  helpful  counsellors. 

Our  hospital  system,  operated  by  a  central  provincial  commission,  provides 
the  only  way  in  which  adequate  hospitalization  is  available  to  the  people  of  the 
province. 

This  hospital  system  constitutes  no  danger  to  the  autonomy  of  local  boards. 
But  what  it  does  is  to  take  the  anarchy  out  of  autonomy.  Local  boards  are  chal- 
lenged to  think  and  operate,  no  longer  in  terms  of  parochial  overlapping,  but, 
instead,  as  necessary  units  in  an  effective  regional  service. 

Unquestionably,  the  people  of  our  country  would  not  think  of  at- 
tempting to  return  to  pregovernment  insurance  days,  nor  would 
hospital  administrators  or  trustees  really  wash  to  exchange  the  prob- 
lems of  today  for  those  of  yesterday. 

The  United  States  now  faces  the  fascinating  problem  of  how  it  will 
finance  its  health  services  in  the  future.  I  suspect  its  government  will 
play  an  increasing  role  in  the  years  immediately  ahead,  but  I  hope 
that  all  hospital  personnel  will" participate  constructively  in  the  for- 
mation of  whatever  plans  are  developed  and  that,  above  all,  hospital 
associations  will  be  supported  in  their  attempts  to  constructively 
guide  and  assist  legislators  in  their  endeavors  to  make  hospital  care 
universally  available. 


20.  The  Political  Economy  of  National  Health* 


When  one  starts  trying  to  design  an  ideal  medical  care  system 
from  scratch — an  intellectual  sport  which  is  threatening  to  become 
an  academic  olympiad  as  dissatisfaction  with  existing  services  grows 
and  spreads — there  is  a  choice  of  two  basic  models.  The  first  is  the 
"market  economy"  model.  Its  essential  distinguishing  feature  is  that 
the  distribution  of  resources  is  determined  by  market  forces.  This 
means  that  there  are  cash  payments  by  the  consumers  of  medical 
care  for  services  received,  though  there  are  a  variety  of  ways  in 
which  market  forces  can  be  rigged  and  the  consumers  repaid  either 
through  state  or  private  insurance  schemes.  The  second  is  the  "political 
economy' '  model.  Its  essential  distinguishing  feature  is  that  the 
allocation  of  resources  is  centrally,  that  is  politically,  determined. 
In  practice  this  usually  means  that  services  are  wholly  or  largely 
free,  though  theoretically  and  logically  this  model  is  perfectly  com- 
patible with  payments  for  services. 

I  have  deliberately  made  this  distinction  between  two  "ideal" 
health  care  models — though  naturally  neither  is  found  in  its  pure 
form — as  an  introduction  to  a  discussion  of  the  British  National 
Health  Services  (NSH).1  For  most  discussions  about  how  best  to 
reform  or  change  existing  health  care  systems  fail  to  attach  suffi- 
cient emphasis  to  the  fact  that  such  systems  are  basically  machinery 
for  distributing  or  rationing  scarce  resources.  In  other  words,  the 
crucial  question  is  who  makes  the  decisions  about  who  gets  what 
resources.  All  other  questions,  about  whether  doctors  are  salaried 
or  not,  about  whether  the  service  is  free  or  not,  are  secondary.  And 
much  of  the  interest  of  the  British  system  lies  in  its  attempt — com- 
mon in  East  Europe  but  unique  in  a  large  Western  democracy — to 
run  a  "political  economy"  type  of  health  service. 

First,  though,  is  it  right  to  put  so  much  emphasis  on  the  rationing 
role  of  a  medical  care  system  and  hence  on  the  importance  of  the  power 
structure  within  it?  To  do  so,  it  could  be  argued,  is  to  concede  that 
resources  will  continue  to  be  inadequate.  Is  not  the  real  test  of  a 
medical  care  system  its  ability7  to  raise  sufficient  resources  to  meet 
needs?  If  this  is  so,  the  power  structure  of  a  medical  system  is  less 
central  than  its  effectiveness  as  a  resource  raiser.  Indeed,  one  of  the 
main  native  criticisms  of  the  British  system  is  that  it  has  conspicuously 
failed  in  this  latter  function.  Although  the  NHS  was  strongly  attacked 
for  extravagance  in  the  first  10  years  or  so  after  its  launch  in  1948 — 
the  result  partly  of  naive  costings  when  the  service  was  started,  partly 

*  Klein,  Rudolph.  In  The  public  interest,  no.  26,  winter  1972:  112-126.  Copyright  c.  National  Affairs  Inc.. 
1972. 

1 1  have  not  attempted  in  this  article  to  itemise  my  intellectual  debt  to  the  many  authors  whose  work  I 
have  drawn  upon.  I  must,  however,  acknowledge  my  debt  to  Professors  R.  F.  L.  Logan  and  J.  N.  Morris 
and  my  other  colleagues  at  the  London  School  of  Hygiene  and  Tropical  Medicine  who  fostered  my  interest 
in  health  care  systems,  and  to  the  various  scholars— many  of  them  American— who  have  written  about  the 
British  NHS:  among  them,  B.  Abel-Smith,  O.  W.  Anderson,  H.  Eckstein,  and  R.  Titmuss,  as  well  as  the 
one  ex-Minister  of  Health,  E.  Powell,  who  has  written  about  the  NHS  from  a  politician's  viewpoint. 
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of  ignoring  the  effects  of  inflation 2 — in  recent  years  the  emphasis  has 
been  quite  the  other  way.  There  has  been  a  growing  consensus — 
crossing  political  boundaries,  ignoring  professional  and  other  ideol- 
ogies— that  the  British  health  care  system  has  failed  to  raise  sufficient 
financing  to  provide  an  adequate  service.  Clearly,  if  this  view  is  right, 
and  if  this  inability  to  raise  sufficient  funds  is  intrinsic  to  the  political 
economy  model  as  represented  by  the  British  NHS,  then  it  is  doubtful 
whether  this  particular  solution  to  the  problem  of  medical  care  is 
worth  pursuing. 

At  first  sight  this  unfavourable  view  of  the  British  system  obtains 
emphatic  support  from  international  comparisons  of  health  care 
expenditure.  The  table  below,  taken  from  a  survey  by  the  Office  of 
Health  Economics,  suggests  that  Britain  has  done  significantly  worse 
than  the  other  comparable  countries. 

COMPARATIVE  EXPENDITURE  ON  HEALTH  SERVICES 


Health  expenditures  as  percent  Percent  of 

of  national  income  annua  I  increase 

  in  health 

Early  1960's           Late  1960's  expenditure 


Canada.  _    7.8  9.7  11.8 

United  States      7.0  8.2  10.4 

Sweden       5.7  7.1  14.0 

France     5.4  6.6  13.2 

Britain      5.0  6.0  9.2 


These  figures  seem  to  support  the  view  that  under  the  British  sys- 
tem the  only  rational  behaviour  for  the  individual  citizen  is  to  maxi- 
mize his  demands  on  the  health  services  as  a  patient  and  to  minimize 
his  contributions  as  a  taxpayer.3  In  fact,  both  legs  of  this  theoretical 
argument  are  fractured  by  empirical  facts.  Comparisons  with  other 
countries  show  no  evidence  that  the  British  system  significantly  in- 
creases the  demand  made  by  patients;  all  the  evidence,  on  the  con- 
trary, suggests  that  demand  for  medical  care  is  influenced  by  a 
variety  of  interacting  cultural,  social  and  psychological  factors,  of 
which  the  financial  one  is  far  from  being  decisive.4  Thus  the  rate  of 
doctor-patient  contact  is  slightly  higher  in  the  United  States  (where 
fee  paying  is  the  norm)  than  in  Britain  (where  free  service  is  the 
norm)  and  lowest  in  Sweden  (where  there  is  a  mixed  system). 

Nor  can  the  financial  performance  of  the  British  NHS  be  taken  as 
evidence  that  this  kind  of  system  is  bound  to  be  starved  of  resources 
compared  with  systems  based  on  the  market  economy  model.  In 
the  first  place,  international  comparisons  of  expenditure,  as  is  well 
known,  are  fraught  with  danger.  In  the  case  of  the  health  services,  it 
is  not  at  all  clear  to  what  extent  the  figures  are  measuring  different 
levels  of  resources,  as  distinct  from  the  different  costs  of  resources.5 
It  may  well  be  that  the  combination  of  a  market  economy  with  the 
monopoly  power  of  a  strongly  organized  medical  profession  in- 

2  Another  cause  for  disillusionment  was  the  expectation— fostered  by  the  Beveridge  Report— that  ex- 
penditure on  medical  care  would  be  largely  self-liquidating  by  producing  a  healthier  nation.  This  was  to 
forget  that  (to  quote  Enoch  Powell)  the  appetite  for  medical  care  grows  on  feeding. 

3  James  M.  Buchanan,  The  Inconsistencies  of  the  National  Health  Service  (London:  The  Institute  of  Eco- 
nomic Affairs,  1965) . 

4  For  a  discussion  of  this  point,  see  Nathan  Glazer,  "Blood,"  The  Public  Interest,  Summer  1971,  pp.  86-94. 

5  B.  Abel-Smith,  An  International  Study  of  Health  Expenditure  (Geneva:  WHO,  1967). 
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creases  the  cost  of  health  services  relative  to  other  items  in  the  na- 
tional income  budget;  certainly  the  American  experience  suggests 
that  this  is  the  case  and  underlines  that  soaring  expenditure  cannot 
be  taken  as  an  indicator  of  improved  services.  Conversely  .  the  British 
experience  may  indicate  that  a  political  economy  model  health 
service  is  better  able  to  prevent  relative  costs  from  rising  ({nil*  so 
rapidly,  and  therefore  to  get  more  value  for  money— -a  point  to 
which  I  will  return  later.  Certainty  the  contrast  between  the  British 
and  American  S3rstems  in  manpower  and  pl^sical  resources  is  not 
nearly  so  sharp  as  the  contrast  in  financial  resources  might  suggest. 
For  example,  Britain  has  fewer  doctors  (one  per  900  population  as 
against  one  per  670  in  the  United  States),  but  more  nurses  (35  as 
against  32  per  10,000)  and  more  hospital  beds  (10.1  as  against  8.8 
per  1,000).  Too  much  should  not  be  made  of  such  international 
comparisons,  once  again,  because  of  various  difficulties  of  interpre- 
tation; however,  these  figures  are  given  as  a  warning  against  draw- 
ing overly  simple  conclusions  from  comparisons  of  spending  be- 
tween different  countries. 

Lastly,  there  is  the  problem  that  no  one  has  yet  devised  any  way 
of  measuring  the  adequacy  of  the  health  resource  provision  in  an 
advanced  industrial  countiy.  In  a  developing  country  it  is  relatively 
easy  to  apply  some  fairly  simple  criteria:  the  availability  of  clean 
water,  midwives,  cholera  jabs,  or  beds  to  deal  with  acute  surgical 
cases.  In  a  developed  country  where  such  facilities  are  taken  for 
granted,  and  where  the  diseases  are  those  of  gradual  decay  and 
overindulgence,  it  is  much  more  difficult  to  find  measuring  rods.  It 
cannot  therefore  be  assumed  that  since  spending  on  health  is  good, 
more  spending  is  even  better.  It  could  well  be  that  some  countries 
are  spending  too  much — particularly  if  the  health  services  are  ab- 
sorbing resources  at  the  cost  of  complementary  social  services.  All 
in  all,  therefore,  the  British  S3^stem  cannot  be  dismissed  out  of  hand 
because  of  a  supposedly  built-in  inability  to  attract  sufficient 
resources. 

What,  then,  are  the  main  characteristics  of  the  British  NHS? 
The  first  is  that  health  facilities  are  either  owned  (as  in  the  case 
of  hospitals)  or  controlled  (as  in  the  case  of  general  and  dental  prac- 
tice) b}r  the  state.  This  ownership  and  control  is  exercised  indirectly 
through  a  variety  of  legally  independent  bodies — for  example.  Re- 
gional Hospital  Boards — which,  however,  are  financially  entirely 
dependent  on  the  central  government  and  are  usually  appointed 
by  it.  Hospital  doctors  and  personnel  are  salaried  employ ees;  general 
practitioners  are  independent  contractors  who  get  paid  on  a  per 
capita  basis  for  all  patients  who  are  registered  with  them;  dentists 
get  paid  on  a  fee-for-service  basis.  With  the  exception  of  dentistry, 
all  services  are  free — though  charges  are  made  for  drug  and  optical 
prescriptions.  General  practitioners  and  consultants  (the  senior, 
and  only  permanently  tenured,  hospital  grade)  can  also  conduct 
private  practice. 

Coexisting  with  the  NHS  there  is  a  very  small,  if  growing,  private 
sector  based  largely  on  a  boom  in  provident  insurance  scheme-.  Phi- 
is,  however,  to  a  very  large  extent  convenience  medicine:  Those 
subscribing  to  insurance  schemes  are  not  buying  extra  skills  hut 
extra  privacy  (such  as  private  beds  in  state  hospitals  or  other  extra 
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privileges  (jumping  the  waiting-list  queue  by  going  to  see  the  con- 
sultant as  a  private  patient.)  It  is  also  largely  minor  medicine — less 
serious  surgery,  for  example.  Overall  total  expenditure  on  private 
medicine  is  now  probably  running  at  the  rate  of  about  £30  million 
(about  $75  million)  a  year;  the  current  cost  of  the  National  Health 
Service  is  £2  billion  (about  $5  billion)  a  year.  The  contrast  between 
these  two  figures  (a  ratio  of  almost  70  to  one)  not  only  puts  the 
size  of  the  private  >ector  into  perspective.  It  also  confirms  the  verdict 
of  the  public  opinion  polls  which  invariably  record  overwhelming 
satisfaction  with  the  NHS:  In  other  words,  in  the  case  of  the  health 
services  people's  behaviour  is  in  line  with  their  professed  opinions 
(though  this  may  be,  as  some  have  suggested,  simply  because  peo- 
ple's expectations  are  low;  thus  they  may  be  satislied  with  the  NHS 
only  because  they  lack  standards  of  comparison  and  have  become 
conditioned  to  putting  up  with  the  second-rate). 

The  NHS  is  financed  overwhelmingly  out  of  general  taxation.  Al- 
though social  security  payments  contain  a  specific  NHS  element, 
this  contributes  only  10  per  cent  of  the  total  budget;  as  this  element 
is  a  flat-rate  charge,  it  is  both  regressive  and  inelastic.  Payments  for 
services  received  (dental  and  drug  charges,  etc.)  contribute  another 
5  per  cent.  Various  miscellaneous  sources  (e.g.,  local  authorities) 
contribute  another  13  per  cent.  But  the  rest — 72  per  cent,  or  nearly 
three  quarters  of  the  total  budget — comes  out  of  general  taxation. 
And  this,  in  financial  terms,  is  both  the  strength  and  the  weakness 
of  the  political  economy  model  as  established  in  Britain.  It  opens 
the  public  purse  to  the  NHS  and  removes  economic  obstacles  to  the 
use  of  medical  services,  but  it  does  so  in  a  way  which  also  means 
that  health  has  to  battle  with  a  number  of  other  services  in  a  com- 
petitive scramble  for  money. 

This  competitive  scramble  for  money  is  what  the  more  naive  text- 
books describe  as  a  rational  choice  between  priorities.  For  the  crucial 
theoretical  advantage  of  the  political  econonry  model  health  service  is, 
of  course,  that  it  allows  the  central  government  to  allocate  resources 
in  what  is  (hopefully)  the  most  rational,  the  most  effective  and  the 
most  democratic  way — assuming,  for  the  moment,  that  we  actuallv 
know  what  these  terms  mean,  and  that  they  do  not  point  in  opposite 
directions.  Thus  the  British  system  allows  the  government  to  decide 
its  priorities  first  between  public  and  private  consumption  (do  we 
raise  more  taxes  to  finance  greater  government  spending  or  do  we 
leave  more  momvv  in  people's  pockets?) ;  then  between  different 
forms  of  welfare  or  social  spending  (do  we  build  more  hospitals  or  more 
schools?) ;  and  finally  between  different  sectors  in  the  same  service  (do 
we  concentrate  extra  resources  on  accident  departments  or  geriatic 
beds?).  Further,  the  British  system  of  central  government  budgeting 
has  now  developed  a  fairly  sophisticated  five-year  forward  projection 
which  provides  a  framework  for  deciding  priorities  between  different 
programmes.  So  in  terms  of  the  formal  machinery,  the  textbook 
description  is  not  wholly  misleading. 

How  do  the  health  services  fare  in  this  kind  of  system?  Here  the 
British  evidence  is  inconclusive.  It  suggests  that  health  over  the  past 
20  years  has  lost  ground  when  compared,  for  example,  with  education. 
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While  health's  share  of  the  GNP  rose  from  3.7  per  cent  in  1951  to  4.1 
per  cent  in  1968  (the  entire  increase  taking  place  in  t  be  1 960's),  '  ha  I  of 
education  rose  from  2.2  to  3.9  per  cent  in  the  same  period;  The  contrast 
is  even  stronger  when  capital  expenditure  is  considered:  Compared  to 
education,  the  NHS  has  been  scandalously  starved  of  investment  funds 
for  new  hospitals  and  the  like,  In  regard  to  other  forms  of  government 
expenditure,  however,  the  contrast  is  not  nearly  so  great.  On  the  whole, 
the  NHS  has  done  perhaps  marginally  better  than  most  other  govern- 
ment-financed services;  indeed,  education's  larger  share  probably 
explained  by ^  demographic  factors  and  the  automatic  escalator  effect 
of  past  policies  rather  than  by  a  conscious  decision  to  give  it  greater 
priority. 

Looking  to  the  future,  the  current  five-year  expenditure  program 
revised  last  3~ear  by  the  incoming  Conservative  Government — provides 
for  health  expenditure  to  increase  at  an  annual  rate  of  4.7  per  cent 
(at  constant  prices  and  allowing  for  the  relative  price  effect,  i.e.,  that 
the  costs  of  a  manpower-intensive  service  like  health  will  g0  up  faster 
than  prices  generally) .  This  is  almost  twice  the  rate  (2.G  per  cent  a  year) 
at  which  government  expenditure  as  a  whole  is  expected  to  rise,  and 
considerably  more  than  the  current  growth  rate  of  the  British  economy. 
So  health  will  continue  to  take  up  a  rising  share  not  only  of  govern- 
ment expenditure  but  of  the  national  income.  Also,  in  terms  of  priorities 
health  iioav  seems  to  be  level-pegging  with  education,  where  expendi- 
ture is  due  to  rise  b}r  4.8  per  cent  a  year. 

All  this  suggests  that  there  is  nothing  inherent  in  the  nature  of  the 
British  health  service  which  means  that  it  will  automatically  lose  out 
in  the  scramble  for  public  mone}'.  The  NHS  was  certainly  starved  of 
funds  in  the  1950's,  began  to  make  good  some  of  the  lost  ground  in  the 
1960's,  and  looks  set  to  expand  faster  in  the  1970's.  Further,  it  must 
be  added  that  the  British  system  suffers  from  certain  unnecessarily 
self-imposed  financial  handicaps.  First  there  is  the  British  emphasis  on 
a  free  service.  Ideological  in  origin,  this  is  becoming  increasingly 
empirical  in  practice;  that  is,  the  strongest  argument  against  introduc- 
ing charges  for  general  practitioner  consultations  or  hospital  treatment 
is  now  the  administrative  inconvenience  and  cost  of  introducing  fees 
at  the  point  of  sale  (assuming  that  the  vulnerable  sections  of  the 
population — the  young,  the  old,  the  pregnant  and  the  poor — should 
be  exempt).  If  it  were  possible  to  overcome  the  practical  difficulties  of 
imposing  charges  only  upon  those  who  can  afford  to  pay,  their  intro- 
duction would  certainly  not  affect  the  basic  nature  of  the  British  NHS 
and  would  add  to  its  revenues.  The  other  self-imposed  handicap  is  that 
the  NHS  element  of  the  social  security  payment  is  a  poll  tax.  It'  it  were 
to  become  (as  in  Western  Europe  generally)  a  graduated  contribution, 
the  yield  would  not  only  become  inflation-proofed  but  would  also 
increase  with  rising  incomes.  Also,  it  has  been  argued  by  a  former 
Labour  Secretary  for  Health  and  Social  Security  6  that  it  would  be 
politically  less  painful  to  increase  graduated  contributions  than  a 
regressive  poll  tax;  this,  however,  is  a  very  dubious  proposition. 
Income  tax  is  also  a  graduated  contribution;  but  politicians  are  not 
conspicuously  eager  to  raise  this  tax,  whether  on  behalf  of  the  XI IS 

6  R.  II.  S.  Grossman,  Failing  for  the  Social  Serrices  (London:  Fabian  Society.  I960).  For  a  discussion  of  tins 
problem,  from  a  critical  market  economy  point  of  view,  see  Arthur  Seldon's  After  the  NHS  (London:  1  he 
Institute  of  Economic  Affairs,  1968).  where  he  advocates  a  voucher  system  of  payments. 
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or  any  other  government  service.  Finally,  tax  payments  and  social 
security  insurance  payments  have  become  so  confused  in  the  minds 
of  the  British  taxpayer  (largely  because  of  the  pay-as-you-earn  system 
of  deducting  both  sets  of  payments  from  wage  packets  at  the  end  of 
the  week),  that  it  is  very  doubtful  whether  the  relabelling  of  tax 
contributions  to  the  NHS  as  insurance  contributions  would  suddenly 
create  a  greater  willingness  to  finance  health  expenditure- 

Finally,  it's  worth  stressing  one  built-in  advantage  of  the  British 
system  which  is  highly  relevant  in  comparing  its  financial  perform- 
ance with  that  of  other  countries.  I  have  already  mentioned  the 
inflationary  effects  on  costs  of  the  monopoly  power  of  the  medical 
profession  in  a  market  economy  situation.  In  Britain,  however,  a 
monopoly  buyer  (the  state)  faces  a  monopoly  producer  (the  medi- 
cal profession) — though  this  picture  is  distorted  by  the  international 
competition  for  doctors.  This  situation  introduces  its  own  compli- 
cations: Bargaining  about  payments  to  doctors  becomes  a  power 
struggle,  dressed  up  in  theological  arguments  about  the  status  of 
doctors  (influenced  by  a  persistent  "golden  age"  myth  of  the  pre- 
NHS  da}-s  when  all  doctors  were  wealthy  and  socially  eminent — 
a  myth  which  extends  to  the  profession  as  a  whole  what  was  true 
only  of  a  minority). 

Attempts  have  been  made  to  produce  schemes  which  would  graft 
some  of  the  characteristics  of  the  market  economy  type  health  serv- 
ice onto  the  British  system.  The  argument  here  has  been  that  the 
citizen  as  a  buyer  of  medical  services  might  be  prepared  to  pay  more 
than  he  would  in  his  role  as  a  taxpayer,  and  that  therefore  it  is 
essential  to  tap  the  pool  of  consumer  expenditure  on  behalf  of  the 
NHS.  The  most  elaborate  scheme — worked  out  by  a  committee  of 
the  British  Medical  Association7 — proposes  a  system  of  charges 
which  would  then  be  recouped  by  patients  out  of  insurance  policies. 
These  policies  could  be  either  private  or  state-backed;  in  either  case, 
however,  the}'  would  be  compulsory  for  a  minimum  level,  though 
no  maximum  would  be  set  for  those  who  wanted  to  buy  themselves 
extras  in  the  way  of  medical  treatment.  But  in  the  context  of  the 
existing  organisation  of  the  NHS,  it  is  difficult  to  see  the  advantages 
of  compulsory  private  insurance  (which  is  expensive  to  administer) 
over  compulsory  state  insurance.  Private  insurance  would  only  begin 
to  be  attractive  if  the  organisation  of  the  XHS  were  greatly  modified 
to  allow  for  more  private  provision  of  medical  care,  i.e.,  if  the  present 
political  economy  model  were  largely  transformed  into  a  market 
economy  model.  Interestingly  enough,  though,  the  British  Medical 
xlssociation  recoils  from  this  logical  but  drastic  conclusion;  hence  its 
attempt  to  square  the  medical  care  circle. 

The  evidence  reviewed  so  far  does  no  more  than  suggest  that 
nothing  inherent  in  the  British  system  means  that  health  services 
of  this  type  are  bound  to  be  starved  of  resources.  If  British  politi- 
cians had  given  the  XHS  the  same  priority  as  education  over  the 
past  20  years,  Britian's  rate  of  expenditure  on  health  would  now  be 
much  the  same  as  that  of  other  comparable  countries.  The  politi- 
cians' order  of  priorities  can  be  challenged;  indeed,  it  may  provide 
support  for  advocates  of  the  market  economy  type  system,  who  can 


7  Health  Services  Financing  (London:  British  Medical  Association,  1969). 
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argue  that  such  decisions  about  priorities  should  be  taken  be  con- 
sumers rather  than  politicians.  However,  there  is  nothing  inevitable 
about  such  an  order  of  priorities,  and  as  we  have  seen,  it  has  be- 
gun to  change  in  recent  years.  In  any  case,  given  that  tin  study  of 
the  macroeconomics  of  welfare  resource  allocation  is  still  at  its  flat- 
earth  stage,  there  is  no  rational  way  of  weighing  investment  in  edu- 
cation as  against  investment  in  health. 

So  far  our  discussion  has  dealt  with  the  external  constraints  on 
the  health  service  under  the  British  system.  But  how  does  it  actually 
work?  Does  the  system  of  central  direction  and  planning  in  fact 
allow  a  more  parsimonious  and  effective  use  of  resources?  How  does 
the  ideology  of  the  political  economy  model  health  service — as  an 
instrument  designed  to  mould  the  service  to  the  needs  of  the  com- 
munity as  a  whole  rather  than  an}'  particular  section  of  it — work  out 
in  practice. 

To  start  with,  it  is  worth  stressing  a  number  of  general  points 
which  help  to  explain  the  operations  of  the  British  NHS,  though 
they  do  not  necessarily  apply  to  the  political  economy  model  as 
such.  First,  the  British  system  of  controlling  public  expenditure  dif- 
fers from  much  the  same  problem  that  has  afflicted  British  industry : 
Precisely  because  it  achieved  a  highly  developed  form  in  the  19  th 
century,  it  has  been  difficult  to  adapt  it  to  present-day  circum- 
stances. To  exaggerate,  it  is  designed  to  make  sure  that  no  one  is 
fiddling  with  the  books  or  overspending  rather  than  to  achieve  value 
for  money.  The  Treasury,  one  is  tempted  to  say,  knows  the  price 
of  everything  and  the  value  of  nothing.  Until  recently  very  little 
attempt  was  made  of  measure  the  yield  (whether  economic  or  so- 
cial) of  different  forms  of  public  investment  and  spending.  Hence 
in  the  case  of  the  NHS — with  the  exception  of  its  first  years  when 
the  S3rstem  of  financial  control  slipped  badly — the  budgeting  has 
been  done  on  the  basis  of  preventing  overspending  rather  than  on 
the  basis  of  ensuring  value  for  mone}^;  this  partly  explains  its  under- 
capitalisation. 

The  second  point  to  emphasise  is  that  the  extension  of  the  gov- 
ernment's area  of  activity  in  Britain  since  the  War,  while  apparently 
greatly  strengthening  the  power  of  the  central  bureaucracy,  has  in 
fact  increased  its  dependence  on  the  advice,  health  and  cooperation 
of  outside  bodies.8  Every  advance  into  a  new  field  has  meant  in- 
volving a  profession  or  pressure  group  whose  support  is  needed 
both  to  obtain  information  and  to  execute  policies.  Nowhere  is  this 
more  true  than  in  the  NHS.  To  think  of  the  medical  and  health  pro- 
fessions as  pressure  groups  working  from  outside  the  system  is  to 
miss  much  of  the  point.  The  relationship  between  the  central  bu- 
reaucrac}"  and  the  health  professions  is  symbiotic.  The  latter  are 
strongly  represented  not  onl3r  on  the  staff  of  the  Department  of  Health 
and  Social  Security  (DHSS)  but  on  countless  advisory  committer, 
as  well  as  on  the  regional  and  local  boards  responsible  for  hospitals. 
Thus  in  the  context  of  the  NHS  it  would  probably  be  fairer  to  talk 
about  the  professionalization  of  the  bureaucracy  than  the  bureauc- 
ratisation  of  the  medical  services. 


s  For  this  point  I  am  indebted  to  Samuel  II.  Beer's  Modern  British  Politics  (London,  1965). 
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Lastly,  and  this  is  a  point  which  is  frequently  forgotten  in  dis- 
cussions of  the  British  system's  performance,  the  NHS  inherited  a 
very  poor  administrative  cadre  at  all  levels  when  it  was  formed  in 
1948.  The  tradition  of  the  Ministry  of  Health — in  1968  amalgamated 
with  social  security  to  form  the  DHSS — was  a  laissez-faire  one, 
and  it  has  been  slow  to  attract  high  quality  civil  servants  and  to 
develop  an  intelligence  S3rstem.  Similarly,  hospital  administration — 
until  recently,  at  any  rate — has  been  a  much  neglected,  low-status 
occupation;  even  now  the  hospital  secretary  (i.e.,  administrator)  is 
less  highly  paid  and  less  highly  regarded  than  the  consultant.  His- 
torically the  British  hospital  system  has  evolved  out  of  two  main 
streams;  the  voluntary  (profession ally  dominated)  hospitals  and  the 
local  authority  (la3^-dominated)  hospitals.  The  latter  had  their  roots 
in  the  19th-century  system  of  poor  law  institutions,  designed  to  keep 
costs  down  and  to  be  as  unattractive  as  possible  to  their  inmates — 
a  system  which  cast  the  doctor  as  the  poor  relation  of  lay  Grad- 
grinds.  Much  of  the  medical  profession's  continuing  suspicion  of 
lay  administrators  and  of  local  authorities  can  be  traced  back  to  this 
historical  pattern,  peculiar  to  Britain  rather  than  to  the  political 
economy  type  health  service  as  such. 

The  combination  of  these  three  factors  helps  to  explain  the  failure 
of  the  British  NHS  to  live  up  to  the  theoretical  expectations  aroused 
by  the  model  on  which  it  is  based.  As  a  machinery  for  allocating 
resources  on  a  rational,  equitable  basis,  the  NHS  has  dissappointed 
hopes  and  given  new  fuel  to  the  arguments  of  the  market  economy 
school.  Indeed,  when  one  tries  to  analyse  the  planning  process,  to 
delineate  who  makes  which  decisions  about  what  resources  to  allocate 
to  whom,  the  evidence  tends  to  slip  through  the  fingers  like  so  much 
sand.  The  experience  of  the  NHS's  first  20  years  at  any  rate — for 
now  there  are  signs  of  change — is  that  planning  was  conspicuous  by 
its  absence :  9  Government  policy  has  been  made  largely  by  a  series  of 
accommodations  to  cases  and  events  and  by  the  projection  to  the 
future  of  past  trends. 

The  most  conspicuous  example  of  this  can  be  found  in  the  geo- 
graphical spread  of  resources.  The  1971  distribution  of  resources 
follows  exactly  the  1948  distribution,  which  in  turn  was  largely  de- 
termined by  the  Victorian  pattern  of  disease  and  philanthropy.  The 
Treasury's  tradition  of  financial  supervision,  the  Health  Depart- 
ment's passive  administrative  style  and  professional  conservatism 
have  between  them  meant  that  the  NHS  budget  has  been  planned 
on  a  predominantly  incremental  basis.  Those  regions  which  had  a 
great  many  hospital  beds  and  doctors  in  1948  have  been  given  pro- 
portionately more  money,  while  those  with  fewer  resources  have 
been  given  less.  The  result  has  been  to  perpetuate  geographical 
inequalities  which  have  little  if  a,ny  relationship  to  "need"  for  medical 
care,  however  that  may  be  defined.  Thus  the  London  regions  spent 
almost  50  percent  more  capita  on  their  hospital  services  in  1957-58 
than  the  East  Anglian  region,  a  relationship  which  had  not  altered 
10  years  later.  Only  in  1971  has  a  new  formula  for  allocating  resources 
been  introduced  which  will  gradually  over  the  next  decade  iron  out 
inequalities  between  regions,  and  adjust  allocations  to  need  (rather 
crudely  measured  by  population  and  age  structure)  instead  of  histori- 
cal inheritance. 


9  II.  Eckstein,  "Planning:  A  Case  Study"  Political  Studies,  IV  (1965),  pp.  46-60. 
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This  has  been  perhaps  the  most  conspicuous  and  well-documented 
failure  in  the  planning  of  the  NHS;  it  is  a  failure,  though,  which  can  bo 
traded  to  certain  specific  features  of  the  British  system  tio1  inherent  in 
the  model  itself.  However,  the  scope  for  rational  planning  in  health 
services,  in  the  present  state  of  the  art,  is  still  severely  restricted.  1'  i 
relatively  easy  to  discern  such  self-evident  irrationalities  as  the  maldis- 
tribution of  resources  according  to  a  historical  pattern  which  has  not 
been  adjusted  to  changed  circumstances.  It  is  much  more  difficult  to 
delineate  a  "rational"  pattern:  The  problem  of  measuring  "need"  for 
medical  care  in  an  operational  sense  has  yet  to  be  defined,  Id  alone 
solved.  In  retrospect,  it  may  therefore  be  just  as  well  that  the  British 
system  has  not  tried  in  the  past  20  years  to  do  any  ambitious  planning. 
Given  the  unavailability  of  any  rational  decision-making  framework, 
the  result  might  well  have  been  as  disastrous  as  the  attempt  in  tin4  late 
1950's  to  predict  the  need  for  medical  manpower — which  led  to  a 
recommendation  for  cutting  back  the  training  programme  from  which 
Britian  is  still  suffering. 

Less  well-documented,  but  perhaps  more  important  than  the  matter 
of  geographical  inequalities,  is  the  performance  of  the  NHS  in  allocat- 
ing resources  to  the  different  sectors  within  the  health  service.  Yet  this 
crucial.  For  perhaps  the  central  weakness  of  the  market  economy 
model  health  service  is  its  inability  to  provide  for  the  needs  of  the  non- 
earning,  dependent  members  of  the  community:  the  young,  the  old,  the 
mentally  sick  or  handicapped,  and  the  chronically  ill.  Their  needs 
cannot  be  covered  by  a  normal,  actuarially  based  insurance  scheme, 
whether  operated  privately  or  by  the  state.  Bascially  the  problem 
here  is  one  of  redistributing  resources  from  one  section  of  the  com- 
munity to  another.  And  it  is  here  that  the  political  economy  model 
health  service  should,  in  theory,  have  a  clear  advantage,  since  it 
provides  the  institutional  machinery  for  carrying  out  such  a  redistri- 
bution. So  the  record  of  the  British  NHS  in  this  respect  is  highly 
relevant  to  any  discussion  of  the  merits  of  the  two  models. 

The  performance  of  the  British  NHS  on  this  score  has  been  dis- 
appointing. Provision  for  the  old  and  the  mentally  ill  or  handicapped 
was  poor  in  quality  in  1948  and  remains  poor  in  quality  today.  This 
sector,  with  its  unsuitable  19th-century  buildings,  has  not  only 
suffered  badly  from  the  lack  of  capital  which  has  afflicted  the  NHS 
as  a  whole.  It  is  also  underprivileged,  undernursed,  underdoctored 
and  underequipped.  Only  now,  following  a  number  of  public  scan- 
dals involving  the  maltreatment  of  patients  in  such  institutions,  has 
a  political  decision  been  made  to  divert  more  resources  to  this  ne- 
glected sector — a  sector  which,  given  an  aging  population  where 
the  over-65's  already  occupy  two  fifths  of  all  hospital  beds  and  will 
on  present  trends  occupy  four  fifths  by  the  year  2001,  is  growing  in 
importance.  It  is  a  decision  which  could  have  been  taken  at  any  time 
since  the  start  of  the  NHS.  It  is  therefore  worth  trying  to  analyse  in 
some  detail  why  it  has  not  been  taken  before,  and  why  the  political 
economy  mode!  in  Britain  has  failed  in  what  should  be  its  prime 
function:  expressing  social  priorities  in  the  allocation  of  resources. 

Once  again  much  of  the  explanation  seems  to  lie  not  so  much  in 
the  nature  of  the  model  as  in  British  practice.  First  of  all.  the  method 
of  incremental  budgeting  tended  to  perpetuate  inequalities  ot  all 
kinds,  as  we  have  already  seen  in  the  case  of  the  geographical  distri- 
bution  of  resources.  So  did  the  passive  attitude  of  the  Depart  mem  of 
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Health.  Again,  in  so  far  as  the  NHS  is  sensitive  to  public  pressure 
exercised  through  the  political  system,  that  pressure  tends  to  be 
exercised  on  behalf  of  medical  provision  for  the  population  at  large. 
In  a  democracy  a  self-interested  majority  vote  is  likely  to  be  given 
in  favour  of  acute  medical  provision  because  everyone  can  see  himself 
threatened  by  an  early  death  as  a  coronary  patient  in  an  acute  care 
ward,  but  not  necessarily  as  a  geriatric  case  doddering  along  in  a  hos- 
pital for  the  chronically  sick.  Finally,  and  clinchingly,  professional 
pressure  is  bound  to  push  resources  into  the  acute  specialties.  The  lead- 
ing professional  bodies — notably  the  Royal  Colleges — tend  to  be 
dominated  by  the  financially  rewarding  specialties.  Geriatrics,  psy- 
chiatry and  the  care  of  the  mentally  handicapped  are  poorly  regarded 
professionally  and  therefore  poorly  represented.  The  British  system, 
like  others,  therefore  has  a  built-in  bias  in  favour  of  acute  medicine 
and  surgery-,  and  until  now  the  political  impetus  coming  from  outside 
has  been  too  weak  to  overcome  it. 

The  influence  of  the  medical  profession  on  public  policy  has,  if 
anything,  been  increased  by  the  NHS.  Indeed  it  is  tempting  to  diag- 
nose a  kind  of  tacit  agreement.  On  the  one  hand,  under  the  British 
NHS  the  doctor  in  effect  administers  the  rationing  system.  It  is 
up  to  him  to  decide  who  should  use  the  scarce  resources  available — 
who  should  be  treated  in  the  hospital,  who  should  go  on  the  waiting 
list,  and  so  on.  In  short,  the  British  S3^stem  is  one  of  rationing  by 
medical  discretion  (though  obviously  the  scope  for  this  discretion 
is  affected  by  the  availabilit}-  of  resources).  The  fact  that  the  British 
doctor  has  no  personal  financial  incentive  in  offering  treatment 
may  help  to  explain  the  ability  of  the  NHS  to  contain  costs;  con- 
versely, though,  the  system  doesn't  offer  the  doctor  any  monetary 
incentive  to  improve  efficienc}'.  In  any  case,  running  a  rationing 
system  is  not  a  particularly  enjoyable  role.  This  may  help  to  explain 
some  of  the  discontent  of  the  medical  profession  with  the  NHS 
and  the  doctors'  continuing  demands  for  extra  financing  to  ease 
their  rationing  role. 

In  return  for  playing  this  crucial  if  burdensome  role,  however, 
the  medical  profession  has  achieved  a  position  of  enormous  power 
in  the  NHS.  Its  influence  in  the  formulation  of  national  policy  has 
alread}^  been  indicated.  Even  more  important  is  the  medical  pro- 
fession's ability  to  dominate  the  execution  of  national  policy  and  so 
to  make  the  administrators  dependent  on  its  good  will.  Paradoxically, 
the  medical  profession  is  most  independent  and  powerful  where  its 
position  appears  least  so.  Hospital  consultants  are  salaried  employees, 
yet  dispose  of  their  beds  with  complete  freedom  from  any  control; 
there  is  nothing  in  Britain  which  resembles  a  medical  audit  or  any 
form  of  quality  or  efficiency  control.  General  practitioners,  who 
bitterly  fought  salaried  status  and  are  independent  contractors,  are 
subject  to  rather  more,  though  still  slight,  supervision  over  such 
matters  as  the  amount  of  drugs  prescribed.  Finally,  dentists,  who  in 
theory  ought  to  have  the  greatest  freedom  since  the3r  work  on  a 
fee-for-service  basis,  are  in  fact  subject  to  the  most  detailed  checks 
on  the  quality  and  amount  of  work  performed.  In  other  words,  the 
British  experience  suggests  that  doctors  can  achieve  most  power  when 
the}1-  infiltrate  the  health  service  system  itself;  by  insisting  on  "inde- 
pendence," general  practitioners  have  remained  on  the  periphery  of 
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the  NHS  in  every  sense,  isolated  from  the  hospital  service  and  from 
power. 

The  contrast  between  the  operations  of  the  British  NHS  and  the 
British  education  sytem  is  instructive  here.  Both  are  centrally  directed. 
But  in  the  case  of  education,  government  policy  is  executed  by  elected 
local  education  authorities,  who  also  contribute  some  of  the  finance 
from  local  taxation  (rates)  and  have  some  discretion  about  the 
organisation  and  equipment  of  schools.  In  theory,  such  a  system  ought 
to  be  a  far  less  effective  instrument  of  central  planning  than  the  NHS, 
which  is  entirely  government-financed  and  government-directed.  In 
practice,  it  is  a  far  more  effective  instrument.  The  distribution  of 
education  resources  throughout  the  country — through  not  ideal — is 
far  less  glaringly  unequal  than  that  of  health  resources.  The  Depart- 
ment of  Education  has  a  certain  "norm,"  laying  down  the  ratio  of 
teachers  to  pupils,  while  the  Department  of  Health  has  never  estab- 
lished what  the  ''norm"  should  be  for,  say,  length  of  hospital  stay  or 
number  of  operations  performed  per  session.  The  Department  of 
Education  keeps  a  close  check  on  "quality"  through  a  corps  of  in- 
spectors; the  Department  of  Health  waited  until  1969  before  es- 
tablishing the  Hospital  Advisory  Service,  which  carries  out  a  roughly 
similar  role.  (The  difference  in  title  is  significant  of  the  deference 
paid  to  professional  susceptibilities  in  the  NHS.) 

Lastly,  in  education  there  is  an  opportunit}^,  though  within  fairly 
restricted  limits,  for  local  opinion  to  make  itself  felt  both  in  the 
allocation  of  financial  resources  and  in  the  organisation  of  the  schools. 
In  the  NHS  there  is  no  such  opportunity.  The  system  of  nominated 
boards  to  run  the  hospitals  at  regional  and  local  levels — hopefully 
selected  to  represent  local  interests  and  views  as  well  as  those  of  the 
professions — has  not  been  a  success,  and  looks  like  it  will  be  a  well- 
merited  casualty  of  the  reorganisation  of  the  service  that  is  now  being 
planned  for  1974.  It  has  led  to  a  confusion  of  the  representative  and 
the  managerial  role,  and  neither  has  been  performed  altogether 
satisfactorily,  Indeed,  one  of  the  most  conspicuous  weaknesses  of 
the  British  system  has  been  its  failure  to  think  through  the  results  of 
abolishing  the  market  role  of  the  consumer.  Theoretically,  in  the 
political  economy  model  the  consumer-as-buyer  is  replaced  by  the 
consumer-as-voter.  In  practice,  though,  the  British  experience  suggests 
that  in  a  highly  centralised  s}^stem — where,  in  effect,  Parliament  is  the 
only  forum  for  debate  and  Whitehall  the  only  bargaining  place — 
health  lacks  the  political  salience  for  the  various  views  of  consumers-as- 
voters  to  be  crystallised,  articulated  and  pressed. 

I  have  not  tried  in  this  article  to  give  a  complete  picture  of  how 
the  British  health  service  works.  I  have  tried,  rather,  to  analyse 
its  strengths  and  weaknesses  in  terms  of  what  these  reveal  about 
the  model  of  which  the  British  NHS  is  only  one  example  and  about 
the  kind  of  problems  that  have  to  be  solved  in  this  type  of  system. 
Hence  my  emphasis  on  t^ing  to  distinguish  between  weaknesses 
inherent  in  the  model  itself  and  those  which  can  be  explained  by 
native  British  circumstances  and  history.  However,  the  reappraisals 
of  the  British  NHS  that  are  now  taking  place  as  part  of  the  debate 
about  its  approaching  reorganization  raise  an  even  more  general 
point. 

In  the  past  the  health  service  in  Britain  has  been  seen  as  part 
of  a  wider  strategy  for  redistributing  resources  to  the  more  vulner- 
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able  or  poorer  sections  of  the  community,  i.e.,  as  an  integral  part 
of  the  whole  architecture  of  the  welfare  state,  of  which  historically 
it  is  indeed  one  of  the  original  pillars.  Yet  there  is  a  certain  am- 
biguity in  casting  a  health  care  system  in  the  role  of  an  instrument 
for  securing  social  justice.  There  is,  of  course,  a  distributional  aspect 
to  the  delivery  of  medical  care  itself:  Do  all  people  have  equal  ac- 
cess? In  this  respect  the  British  system  probably  scores  well,  though 
the  evidence  is  rather  confusing.  The  working  classes  appear  to 
make  more  quantitative  use  of  the  service,  while  the  middle  classes 
seem  to  make  better  qualitative  use.  But  a  health  care  system  is  more 
than  a  machine  for  delivering  purely  medical  facilities.  A  hundred 
years  ago  G.  J.  Goschen,  the  President  of  the  Poor  Law  Board  and 
as  such  responsible  for  much  of  the  public  provision  of  hospitals, 
wrote:  "The  sick  poor  are  not  sent  into  infirmaries  on  account  of 
outdoor  medical  relief  being  inaccessible  to  them,  but  either  on 
account  of  the  character  and  condition  of  their  homes,  or  on  ac- 
count of  some  special  requirements  of  their  disease,  or  on  account  of 
the  patients  having  no  one  to  nurse  them  at  home."  10 

This  dual  aspect  of  the  problems  facing  a  health  care  system,  the 
intermingling  of  social  with  medical  morbidity,  needs  stressing  today 
even  more  than  it  did  in  1870.  For  given  the  increasing  costs  of  pro- 
viding medical  services,  it  is  now  more  than  ever  questionable  whether 
a  health  care  system  is  the  right  instrument  for  dealing  with  social 
problems.  The  British  experience  suggests  that  developing  the  social 
services  (public  housing  for  the  aged,  public  nurses  and  home  helps  to 
visit  the  sick  and  infirm  in  their  own  homes)  may  be  the  only  way 
of  preventing  an  ever-rising  demand  on  the  more  expensive  health 
services  proper. 

Hence  the  current  emphasis  in  Britain  on  developing  "community 
care"  and  linking  social  services  more  closely  to  the  NHS.  Partly,  the 
hope  is  that  community  services  can  syphon  off  some  of  the  demand 
on  the  NHS.  But  there  is  also  growing  awareness — somewhat  late  in 
the  da}?-,  perhaps — that  the  health  service  would  have  collapsed  Ion? 
ago  under  the  weight  of  need  but  for  the  care  given  to  the  sick  or  in- 
firm by  relatives  and  neighbours.  In  short,  one  of  the  main  aims  for 
the  future  will  have  to  be  to  devise  policies  which  will  support  the 
organic,  social  network  of  health  care — weakened  as  this  may  be 
by  social  and  geographical  mobility,  different  patterns  of  housing,  and 
other  factors  which  at  present  we  cannot  identify  or  understand. 

This  trend  suggests  that  health  service  planning  for  the  future 
should  have  rather  different  concerns  from  those  which  shaped  the 
British  NHS  in  1948.  In  particular,  the  British  experience  indicates 
that  a  health  service  is  not  a  particularly  effective  instrument  for  re- 
distributing resources.  To  the  extent  that  a  health  service  is  asked  to 
play  a  more  general  social^  supportive  function,  it  is  being  cast  for  a 
role  where  the  medical  profession's  traditions  are  a  major  obstacle 
and  where  the  skills  involved  can  often  be  supplied  at  a  lower  cost  by 
others.  If  this  view  is  correct,  then  the  main  objective  for  the  future 
should  be  to  contain  rather  than  to  expand  expenditure  on  the  health 
services  as  such,  but  to  integrate  them  more  closely  with,  and  divert 
any  extra  resources  to,  the  socially  supportive  services.  This,  at  any 
rate,  seems  to  be  the  direction  in  which  Britain  is  now  moving,  if 
very  uncertainly  and  not  altogether  consciously. 


Quoted  in  B.  Abel-Smith,  The  Hospitals  (London:  Heinemann,  1964). 


How  To  Secure  Additional  Information  on  Health 

Additional  sources  of  valuable  information  on  the  American  health 
care  system  are  the  hearings  and  debates  in  the  Congress  and  the 
publications  of  the  Department  of  Health,  Education  and  Welfare. 
The  "Monthly  Catalog  of  United  States  Government  Publications," 
issued  by  the  Government  Printing  Office,  provides  an  index  to 
Congressional  hearings  and  to  publications  by  various  government 
agencies.  The  catalog  is  arranged  according  to  the  various  government 
agencies  which  prepare  the  documents,  and  the  documents  are  in  turn 
indexed  in  the  back  of  the  book  by  subject.  If  these  documents  are  not 
avai]able  in  a  school  or  local  library,  they  may  be  obtained  by  writing 
directly  to  the  Superintendent  of  Documents,  Government  Printing 
Office,"  Washington,  D.C.  20402. 

The  Congressional  Record  contains  Congressional  debates  as  well  as 
insertions  of  articles  and  speeches.  It  appears  daily  during  the  sessions 
of  Congress  with  an  index  which  is  issued  about  every  two  weeks.  At 
the  end  of  the  session  bound  volumes  of  The  Record  are  published,  one 
containing  an  index  covering  the  complete  session.  The  yearly  Con- 
gressional Quarterly  Almanac,  The  Congressional  Quarterly  Weekly 
Report  and  the  National  Journal  also  cover  the  activities  of  the 
Congress. 

In  order  to  be  aware  of  the  latest  books  and  magazine  and  newspaper 
articles  on  health  care,  the  debater  may  wish  to  consult  indeses  such 
as  the  Reader's  Guide  to  Periodical  Literature,  a  guide  to  general  and 
non-technical  periodicals;  the  Bulletin  of  the  Public  Affairs  Informa- 
tion Service,  a  subject  list  of  the  latest  books,  pamphlets,  government 
publications,  reports  of  public  and  private  agencies,  and  periodical 
articles,  relating  to  economic  and  social  conditions  and  public  ad- 
ministration; The  Christian  Science  Monitor  Index,  The  New  York 
Times  Index;  and  the  Wall  Street  Journal  Index. 

Three  publications  which  deal  entirety  with  health  and  medical 
questions  and  related  socio-economic  issues  and  provide  extensive 
information  are: 

Medical  Socioeconomic  Research  Sources  (formerly  called  the 
Index  to  Medical  Socioeconomic  Literature).  Published  by  the 
American  Medical  Association,  Archive-Library  Department,  535 
North  Dearborn  Street,  Chicago,  Illinois  60610. 

Hospital  Literature  Index.  Published  by  the  American  Hospital 
Association,  840  North  Lake  Shore  Drive,  Chicago,  Illinois  60611. 

Medical  Care  Review.  Published  by  the  Bureau  of  Public  Health 
Economics,  School  of  Public  Health,  the  University  of  Michigan, 
Room  M  2030E,  1420  Washington  Heights,  Ann  Arbor,  Michigan 
48104. 

Statistical  information  on  the  general  subject  of  health  care  may  be 
obtained  from  the  following  sources: 

Office  of  Research  and  Statistics,  Social  Security  Administration,  U.S. 
Department  of  Health,  Education,  and  Welfare,  Washington,  DC. 
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American  Medical  Association,  535  North  Dearborn  Street,  Chicago, 
Illinois  60610. 

American  Hospital  Association,  840  North  Lake  Shore  Drive,  Chicago, 
Illinois  60611. 

Health  Insurance  Institute,  277  Park  Avenue,  New  York,  New  York 
10017. 

Blue  Cross  Association,  Inc.  Blue  Cross  Reports,  Research  Series, 
Division  of  Research  and  Development,  840  North  Lake  Shore 
Drive,  Chicago,  Illinois  60611. 
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